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This decision is published at 203 PUR4th 356 (UPSC August 11, 2000), but, for
convenience of reference, petitioners attach as an Addendum and cite in their brief
to the Commission's original order.
2

This decision is published at 235 PUR4th 309 (UPSC August 30, 2004), but, for
convenience of reference, petitioners attach as an Addendum and cite in their brief
to the Commission's original order.

Tabl

Fourteenth Amendment to the United States Constitution
Section. 1. All persons born or naturalized in the United States, and subject to the
jurisdiction thereof, are citizens of the United States and of the State wherein they reside.
No State shall make or enforce any law which shall abridge the privileges or immunities
of citizens of the United States; nor shall any State deprive any person of life, liberty, or
property, without due process of law; nor deny to any person within its jurisdiction the
equal protection of the laws.
Section. 2. Representatives shall be apportioned among the several States according to
their respective numbers, counting the whole number of persons in each State, excluding
Indians not taxed. But when the right to vote at any election for the choice of electors for
President and Vice President of the United States, Representatives in Congress, the
Executive and Judicial officers of a State, or the members of the Legislature thereof, is
denied to any of the male inhabitants of such State, being twenty-one years of age, and
citizens of the United States, or in any way abridged, except for participation in rebellion,
or other crime, the basis of representation therein shall be reduced in the proportion
which the number of such male citizens shall bear to the whole number of male citizens
twenty-one years of age in such State.
Section. 3. No person shall be a Senator or Representative in Congress, or elector of
President and Vice President, or hold any office, civil or military, under the United
States, or under any State, who, having previously taken an oath, as a member of
Congress, or as an officer of the United States, or as a member of any State legislature, or
as an executive or judicial officer of any State, to support the Constitution of the United
States, shall have engaged in insurrection or rebellion against the same, or given aid or
comfort to the enemies thereof. But Congress may by a vote of two-thirds of each House,
remove such disability.
Section. 4. The validity of the public debt of the United States, authorized by law,
including debts incurred for payment of pensions and bounties for services in suppressing
insurrection or rebellion, shall not be questioned. But neither the United States nor any
State shall assume or pay any debt or obligation incurred in aid of insurrection or
rebellion against the United States, or any claim for the loss or emancipation of any slave;
but all such debts, obligations and claims shall be held illegal and void.
Section. 5. The Congress shall have power to enforce, by appropriate legislation, the
provisions of this article

54-4-4. Classification and fixing of rates after hearing.
(1) (a) The commission shall take an action described in Subsection (l)(b), if the commission finds
after a hearing that:
(i) the rates, fares, tolls, rentals, charges, or classifications demanded, observed, charged, or collected
by any public utility for, or in connection with, any service, product, or commodity, including the rates
or fares for excursion or commutation tickets, or that the rules, regulations, practices, or contracts
affecting the rates, fares, tolls, rentals, charges, or classifications are:
(A) unjust;
(B) unreasonable;
(C) discriminatory;
(D) preferential; or
(E) otherwise in violation of any provisions of law; or
(ii) the rates, fares, tolls, rentals, charges, or classifications described in Subsection (l)(a)(i) are
insufficient.
(b) If the commission makes a finding described in Subsection (l)(a), the commission shall:
(i) determine the just, reasonable, or sufficient rates, fares, tolls, rentals, charges, classifications,
rules, regulations, practices, or contracts to be thereafter observed and in force; and
(ii) fix the determination described in Subsection (l)(b)(i) by order as provided in this section.
(2) The commission may:
(a) investigate:
(i) one or more rates, fares, tolls, rentals, charges, classifications, rules, regulations, contracts, or
practices of any public utility; or
(ii) one or more schedules of rates, fares, tolls, rentals, charges, classifications, rules, regulations,
contracts, or practices of any public utility; and
(b) establish, after hearing, new rates, fares, tolls, rentals, charges, classifications, rules, regulations,
contracts, practices, or schedules in lieu of them.
(3) (a) If in the commission's determination of just and reasonable rates the commission uses a test
period, the commission shall select a test period that, on the basis of evidence, the commission finds best
reflects the conditions that a public utility will encounter during the period when the rates determined by
the commission will be in effect.
(b) In establishing the test period determined in Subsection (3)(a), the commission may use:
(i) a future test period that is determined on the basis of projected data not exceeding 20 months from
the date a proposed rate increase or decrease is filed with the commission under Section 54-7-12;
(ii) a test period that is:
(A) determined on the basis of historic data; and
(B) adjusted for known and measurable changes; or
(iii) a test period that is determined on the basis of a combination of:
(A) future projections; and
(B) historic data.
(c) If pursuant to this Subsection (3), the commission establishes a test period that is not
determined exclusively on the basis of future projections, in determining just and reasonable rates the
commission shall consider changes outside the test period that:
(i) occur during a time period that is close in time to the test period;
(ii) are known in nature; and
(iii) are measurable in amount.
(4) (a) If, in the commission's determination of just, reasonable, or sufficient rates, the commission
considers the prudence of an action taken by a public utility or an expense incurred by a public utility,
the commission shall apply the following standards in making its prudence determination:
(i) ensure just and reasonable rates for the retail ratepayers of the public utility in this state;
(ii) focus on the reasonableness of the expense resulting from the action of the public utility judged

as of the time the action was taken;
(iii) determine whether a reasonable utility, knowing what the utility knew or reasonably should have
known at the time of the action, would reasonably have incurred all or some portion of the expense, in
taking the same or some other prudent action; and
(iv) apply other factors determined by the commission to be relevant, consistent with the standards
specified in this section.
(b) The commission may find an expense fully or partially prudent, up to the level that a reasonable
utility would reasonably have incurred.
Amended by Chapter 11, 2005 General Session
Download Code Section Zipped WP 6/7/8 54_04006.ZIP 3,627 Bytes
Sections in this Chapter]Chapters in this TitlejAll Titles|Legislative Home Page
Last revised: Tuesday, October 03, 2006

54-4-26. Contracts calling for expenditures — Commission to approve.
Every public utility when ordered by the commission shall, before entering into any contract for
construction work or for the purchase of new facilities or with respect to any other expenditures, submit
such proposed contract, purchase or other expenditure to the commission for its approval; and, if the
commission finds that any such proposed contract, purchase or other expenditure diverts, directly or
indirectly, the funds of such public utility to any of its officers or stockholders or to any corporation in
which they are interested, or is not proposed in good faith for the economic benefit of such public utility,
the commission shall withhold its approval of such contract, purchase or other expenditure, and may
order other contracts, purchases or expenditures in lieu thereof for the legitimate purposes and economic
welfare of such public utility.
No Change Since 1953
Download Code Section Zipped WP 6/7/8 54_04027.ZIP 1,977 Bytes

Sections in this ChapteiiChapters _in_this Title]All Jitles|Legislative Home Page
Last revised: Tuesday, October 03, 2006

54-7-1. Settlement - Limitation of issues.
(1) Informal resolution, by agreement of the parties, of matters before the commission is encouraged
as a means to:
(a) resolve disputes while minimizing the time and expense that is expended by:
(i) public utilities;
(ii) the state; and
(iii) consumers;
(b) enhance administrative efficiency; or
(c) enhance the regulatory process by allowing the commission to concentrate on those issues that
adverse parties cannot otherwise resolve.
(2) (a) The commission may approve any agreement after considering the interests of the public and
other affected persons to use a settlement proposal to resolve a disputed matter.
(b) The commission shall reserve to the parties the right to maintain appropriate confidentiality in the
negotiation process even when the commission uses a settlement proposal to resolve a disputed matter.
(3) (a) At any time before or during an adjudicative proceeding before the commission, the parties,
between themselves or with the commission or a commissioner, may engage in settlement conferences
and negotiations.
(b) In accordance with this Subsection (3), the commission may adopt any settlement proposal
entered into by two or more of the parties to an adjudicative proceeding.
(c) The commission shall notify all parties to an adjudicative proceeding of the terms of any
settlement proposal related to the adjudicative proceeding.
(d) (i) The commission may adopt a settlement proposal if:
(A) the commission finds that the settlement proposal is just and reasonable in result; and
(B) the evidence, contained in the record, supports a finding that the settlement proposal is just and
reasonable in result.
(ii) When considering whether to adopt a settlement proposal, the commission shall consider the
significant and material facts related to the case.
(e) (i) The commission may adopt a settlement proposal related to an adjudicative proceeding at any
stage of the adjudicative procedure.
(ii) The commission shall conduct a hearing before adopting a settlement proposal if requested by:
(A) any party initiating the adjudicative proceeding;
(B) any party against whom the adjudicative proceeding is initiated; or
(C) an intervening party to the adjudicative proceeding.
(f) The commission shall accept or reject a settlement proposal within a reasonable time.
(4) In cases or procedures involving rate increases as defined in Section 54-7-12, the commission
may limit the factors and issues to be considered in its determination of just and reasonable rates.
Amended by Chapter 200, 2003 General Session
Download Code Section Zipped WP 6/7/8 54_07002.ZIP 2,943 Bytes
Sections in this Chapter]Chapters in this TitlejAU TitleslLegislative Home Page
Last revised: Tuesday, October 03, 2006

54-7-14. Orders and decisions conclusive on collateral attack.
In all collateral actions or proceedings the orders and decisions of the commission which have
become final shall be conclusive.
No Change Since 1953
Download Code Section Zipped WP 6/7/8 54_07019.ZIP 1,601 Bytes
Sections in this_Chapter|Chapters in this Title|All Titl_es|Legislative Home Page
Last revised: Tuesday, October 03, 2006

54-7-15. Review or rehearing by commission -- Application — Procedure — Prerequisite to
court action — Effect of commission decisions.
(1) Before seeking judicial review of the commission's action, any party, stockholder, bondholder, or
other person pecuniarily interested in the public utility who is dissatisfied with an order of the
commission shall meet the requirements of this section.
(2) (a) After any order or decision has been made by the commission, any party to the action or
proceeding, any stockholder, bondholder, or other party pecuniarily interested in the public utility
affected may apply for rehearing of any matters determined in the action or proceeding.
(b) An applicant may not urge or rely on any ground not set forth in the application in an appeal to
any court.
(c) Any application for rehearing not granted by the commission within 20 days is denied.
(d) (i) If the commission grants any application for rehearing without suspending the order involved,
the commission shall issue its decision on rehearing within 20 days after final submission.
(ii) If the commission fails to render its decision on rehearing within 20 days, the order involved is
affirmed.
(e) Unless an order of the commission directs that an order is stayed or postponed, an application for
review or rehearing does not excuse any corporation or person from complying with and obeying any
order or decision of the commission.
(3) Any order or decision on rehearing that abrogates, changes, or modifies an original order or
decision has the same force and effect as an original order or decision, but does not affect any right, or
the enforcement of any right, arising from the original order or decision unless so ordered by the
commission.
(4) An order of the commission, including a decision on rehearing:
(a) shall have binding force and effect only with respect to a public utility that is an actual party to
the proceeding in which the order is rendered; and
(b) does not determine any right, privilege, obligation, duty, constraint, burden, or responsibility with
respect to a public utility that is not a party to the proceeding in which the order is rendered unless, in
accordance with Subsection 63-46a-3(6), the commission makes a rule that incorporates the one or more
principles of law that:
(i) are established by the order;
(ii) are not in commission rules at the time of the order; and
(iii) affect the right, privilege, obligation, duty, constraint, burden, or responsibility with respect to
the public utility.
Amended by Chapter 200, 2003 General Session
Download Code Section Zipped WP 6/7/8 54_07020.ZIP 2,900 Bytes
Sections in this Chapter|Chapters in this Title|AH TitlesjLegislative Home Page
Last revised: Tuesday, October 03, 2006

63-46b-8. Procedures for formal adjudicative proceedings — Hearing procedure.
(1) Except as provided in Subsections 63-46b-3 (d)(i) and (ii), in all formal adjudicative proceedings,
a hearing shall be conducted as follows:
(a) The presiding officer shall regulate the course of the hearing to obtain full disclosure of relevant
facts and to afford all the parties reasonable opportunity to present their positions.
(b) On his own motion or upon objection by a party, the presiding officer:
(i) may exclude evidence that is irrelevant, immaterial, or unduly repetitious;
(ii) shall exclude evidence privileged in the courts of Utah;
(iii) may receive documentary evidence in the form of a copy or excerpt if the copy or excerpt
contains all pertinent portions of the original document;
(iv) may take official notice of any facts that could be judicially noticed under the Utah Rules of
Evidence, of the record of other proceedings before the agency, and of technical or scientific facts within
the agency's specialized knowledge.
(c) The presiding officer may not exclude evidence solely because it is hearsay.
(d) The presiding officer shall afford to all parties the opportunity to present evidence, argue,
respond, conduct cross-examination, and submit rebuttal evidence.
(e) The presiding officer may give persons not a party to the adjudicative proceeding the opportunity
to present oral or written statements at the hearing.
(f) All testimony presented at the hearing, if offered as evidence to be considered in reaching a
decision on the merits, shall be given under oath.
(g) The hearing shall be recorded at the agency's expense.
(h) Any party, at his own expense, may have a person approved by the agency prepare a transcript of
the hearing, subject to any restrictions that the agency is permitted by statute to impose to protect
confidential information disclosed at the hearing.
(i) All hearings shall be open to all parties.
(2) This section does not preclude the presiding officer from taking appropriate measures necessary
to preserve the integrity of the hearing.
Amended by Chapter 72, 1988 General Session
Download Code Section Zipped WP 6/7/8 63 JEO11.ZIP 2,821 Bytes
Sections in this Chapter]Chapters in this TitlejAll Titles|Legislative Home Page
Last revised: Tuesday, October 03, 2006

63-46b-10. Procedures for formal adjudicative proceedings — Orders.
In formal adjudicative proceedings:
(1) Within a reasonable time after the hearing, or after the filing of any posthearing documents
permitted by the presiding officer, or within the time required by any applicable statute or rule of the
agency, the presiding officer shall sign and issue an order that includes:
(a) a statement of the presiding officer's findings of fact based exclusively on the evidence of record
in the adjudicative proceedings or on facts officially noted;
(b) a statement of the presiding officer's conclusions of law;
(c) a statement of the reasons for the presiding officer's decision;
(d) a statement of any relief ordered by the agency;
(e) a notice of the right to apply for reconsideration;
(f) a notice of any right to administrative or judicial review of the order available to aggrieved
parties; and
(g) the time limits applicable to any reconsideration or review.
(2) The presiding officer may use the presiding officer's experience, technical competence, and
specialized knowledge to evaluate the evidence.
(3) A finding of fact that was contested may not be based solely on hearsay evidence unless that
evidence is admissible under the Utah Rules of Evidence.
(4) This section does not preclude the presiding officer from issuing interim orders to:
(a) notify the parties of further hearings;
(b) notify the parties of provisional rulings on a portion of the issues presented; or
(c) otherwise provide for the fair and efficient conduct of the adjudicative proceeding.
Amended by Chapter 138, 2001 General Session
Download Code Section Zipped WP 6/7/8 63 J„E013,ZIP 2,440 Bytes
Sections in this Chapter|Chapters in this Title|AH Titles|Legislative Home Page
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Rule 201. Judicial notice of adjudicative facts.
(a) Scope of rule. This rule governs only judicial notice of adjudicative facts.
(b) Kinds of facts. A judicially noticed fact must be one not subject to reasonable dispute in that it is either (1) generally
known within the territorial jurisdiction of the trial court or (2) capable of accurate and ready determination by resort to
sources whose accuracy cannot reasonably be questioned.
(c) When discretionary. A court may take judicial notice, whether requested or not.
(d) When mandatory. A court shall take judicial notice if requested by a party and supplied with the necessary
information.
(e) Opportunity to be heard. A party is entitled upon timely request to an opportunity to be heard as to the propriety of
taking judicial notice and the tenor of the matter noticed. In the absence of prior notification, the request may be made
after judicial notice has been taken.
(f) Time of taking notice. Judicial notice may be taken at any stage of the proceeding.
(g) Instructing jury. In a civil action or proceeding, the court shall instruct the jury to accept as conclusive any fact
judicially noticed. In a criminal case, the court shall instruct the jury that it may, but is not required to, accept as
conclusive any fact judicially noticed.
ADVISORY COMMITTEE NOTE
This rule is the federal rule, verbatim, and consolidates the law of judicial notice formerly contained in Rules 9 through
12, Utah Rules of Evidence (1971) and in Utah Code Annotated, § 78-25-1 (1953) into one broadly defined rule. The
Utah Supreme Court has stated the rule with reference to judicial notice in Little Cottonwood Water Co. v. Kimball, 76
Utah 243, 267, 289 Pac. 116 (1930) where the court stated: "In short, a court is presumed to know what every man of
ordinary intelligence must know about such things." See also DeFusion Co. v. Utah Liquor Control Comm'n, 613 P.2d
1120 (Utah 1980).
Subdivision (a) "governs only judicial notice of adjudicative facts," and does not deal with instances in which a court
may notice legislative facts, which is left to the sound discretion of trial and appellate courts. Compare Rule 12, Utah
Rules of Evidence (1971). Since legislative facts are matters that go to the policy of a rule of law as distinct from the
true facts that are used in the adjudication of a controversy they are not appropriate for a rule of evidence and best left
to the law-making considerations by appellate and trial courts.
Subdivision (b) is in accord with the Little Cottonwood Water Co. case, supra, and the substance of Rule 9(1) and (2),
Utah Rules of Evidence (1971). Utah law presumes that the law of another jurisdiction is the same as that of the State
of Utah and judicial notice has been taken from the law of other states and foreign countries. Lamberth v. Lamberth,
550 P.2d 200 (Utah 1976); Maple v. Maple, 566 P.2d 1229 (Utah 1977). The Utah court has taken judicial notice under
Rule 9(2), Utah Rules of Evidence (1971) of the rules and regulations of the Tax Commission. Nelson v. State Tax
Comm'n, 29 Utah 2d 162, 506 P.2d 437 (1973). The broad language of subdivision (b) is identical to Rule 201 of the
Uniform Rules of Evidence (1974). Judicial notice of foreign law is permissible under this rule. Provisions of this rule
supersede Utah Code Annotated, Section 78-25-1 (1953), since the statute is merely illustrative of items encompassed
within the broad framework of this rule. The foreign law of some jurisdictions might best be left to proof through
witnesses if the resort to sources available in the State of Utah is questionable.
Subdivision (c) is discretionary, but subdivision (d) requires the court to take judicial notice if requested by a party and
if supplied with the necessary information to make a determination of whether to take judicial notice. Compare Rules 9
(2) and 10(3), Utah Rules of Evidence (1971). The committee believes that Rule 201(d) simplifies the process of taking
judicial notice of adjudicative facts by making it mandatory when a party makes a request therefor and supplies the
court with the necessary information.
Subdivision (e) is similar to Rule 10(1), (2) and (3), Utah Rules of Evidence (1971).
Subdivision (g) is in accord with Rule 11, Utah Rules of Evidence (1971). The provision that in a criminal case the court
shall instruct the jury that it may but is not required to accept as conclusive any fact judicially noticed has no
counterpart in Utah Rules of Evidence (1971). Accord, State v. Lawrence, 120 Utah 323, 234 P.2d 600 (1951). See

also Amendment VI, Constitution of the United States.

746-100-9

PUBLIC SERVICE COMMISSION RULES

Iges appropriate. The Commission, on its own motion or the
>tion of a party, may require the parties to participate in an
brmal meeting to exchange information informally and
lerwise simplify issues and expedite the proceeding.
B. Formal Discovery — Discovery shall be made in accornce with Rules 26 through 37, Utah Rules of Civil Procere, with the following exceptions and modifications.
C. Exceptions and Modifications —
L If no responsive pleading ia required in a proceeding,
rties may begin discovery immediately upon the filing and
rvice of an initiatory pleading. If a responsive pleading is
quired, discovery shall not begin until ten days after the
ne limit for filing the responsive pleading.
2. Rule 26(bX4), Utah Rules of Civil Procedure, restricting
3covery shall not apply, and the opinions, conclusions, and
ta developed by experts engaged by parties shall be freely
3coverable.
3. At any stage of a proceeding, the Commission may, on its
rn motion or that of a party, convene a conference of the
irties to establish times for completion of discovery, the scope
necessity for, and terms of, protective orders, and other
atters related to discovery.
4. Formal discovery shall be initiated by an appropriate
scovery request served on the party or person from whom
scovery is sought. Discovery requests, regardless of how
nominated, responses to, and transcripts of depositions
Lall not be filed with the Commission unless the Commission
ders otherwise.
5. In the applicable Rules of Civil Procedure, reference to
he court" shall be considered reference to the Commission.

110

2. delineate scope of cross-examination and set limits
thereon if necessary,
3. identify and prenumber exhibits.

R746-100-10. Hearing Procedure.
A. Time and Place — When a matter is at issue, the
Commission shall set a time and place for hearing. Notice of
the hearing shall be served in conformance with Sections
63-46b-3(2Xb) and 63-46b-3(3)(e) at least five days before the
date of the hearing or shorter period as determined by the
Commission.
B. Continuance — Continuances may be granted upon good
cause shown. The Commission may impose the costs in connection with the continuance as it judges appropriate.
C. Failure to Appear — A party's default shall be entered
and disposed of in accordance with Section 63-46b-ll.
D. Subpoenas and Attendance of Witnesses — Commissioners, the secretary to the Commission, and administrative law
judges or presiding officers employed by the Commission are
delegated the authority to sign and issue subpoenas. Parties
desiring the issuance of subpoenas shall submit them to the
Commission. The parties at whose behest the subpoena is
issued shall be responsible for service and paying the person
summoned the statutory mileage and witness fees. Failure to
obey the Commission's subpoena shall be considered contempt.
E. Conduct of the Hearing —
1. Generally — Hearings may be held before the full
Commission, one or more commissioners, administrative law
judges or presiding officers employed by the Commission as
provided by law and as the Commission shall direct Hearings
746-100-9. P r e h e a r i n g Conference and Prehearing shall be open to the public, except where the Commission
closes a hearing for the presentation of proprietary, trade
Briefs.
A. Prehearing Conferences — Upon the Commission's mo- secret or confidential material. Failure to obey the rulings and
rn or that of a party, the presiding officer may, upon written orders of the presiding officer may be considered contempt.
)tice to parties of record, hold prehearing conferences for the
2. Before commissioner or administrative law judge —
llowing purposes:
When a hearing is conducted before less than the full Com1. formulating or simplifying the issues, including each mission, before an administrative law judge or presiding
officer, the presiding officer shall ensure that the taking of
irty's position on each issue;
2. obtaining stipulations, admissions of fact, and documents evidence and subsequent matters proceed as expeditiously as
practicable. The presiding officer shall prepare and certify a
hich will avoid unnecessary proof;
3. arranging for the exchange of proposed exhibits or pre- recommended decision to the Commission. Except as otherired expert or other testimony, including a brief description wise ordered by the Commission or provided by law, the
" the evidence to be presented and issues addressed by each presiding officer may schedule and otherwise regulate the
course of the hearing; recess, reconvene, postpone, or adjourn
itness;
the hearing; administer oaths; rule on and receive evidence;
4. determining procedure to be followed at the hearing;
5. encouraging joint pleadings, exhibits, testimony and cause discovery to be conducted; issue subpoenas; hold confer•oss-examination where parties have common interests, in- ences of the participants; rule on, and dispose of, procedural
matters, including oral or written motions; summarily dispose
uding designation of lead counsel where appropriate;
6. agreeing to other matters that may expedite the orderly of a proceeding or part of a proceeding; certify a question to the
of an interlocutor- uling;
mduct e the proceedings or of a settlement. Agreements Commission; permit or deny appeal
(
jachetf^c xr^ the prehearing conference shall be recorded in and separate an issue or group t . sues from othe^r les in
J appropriate order unless the participants stipulate or agree a proceedii g and treat the isi\ s jg9$£gR3$&af issues , A a
separate phase of the proceeding^Ste" presiding officer may
> a statement of settlement made on the record.
B. Prehearing Briefs — The Commission may require the maintain order as follows:
a. ensure that disregard by a person of rulings on matters of
ling of prehearing briefs which shall conform to the format
order and procedure is noted on the record or, if appropriate, is
escribed in R746-100-3(C) and may include:
1. the issues, and positions on those issues, being raised and made the subject of a special written report to the Commission;
sserted by the parties;
b. if a person engages in disrespectful, disorderly, or contu2. brief summaries of evidence to be offered, including the
ames of witnesses, exhibit references and issues addressed macious language or conduct in connection with the hearing,
recess the hearing for the time necessary to regain order,
y the testimony;
3. brief descriptions of lines of cross-examination to be
c. take appropriate action, including removal from the
ursued.
proceeding, against a participant or counsel, if necessary to
C. Final prehearing conferences — After all testimony has maintain order.
een filed, the Commission may at any time before the hearing
3. Before full Commission — In hearings before the full
old a final prehearing conference for the following purposes* Commission, the Commission shall exercise the above powers
1. determine the order of witnesses and set a schedule for and any others available to it and convenient or necessary to
fitnesses* appearances, including times certain for appear- an orderly, just, and expeditious hearing.
nces of out-of-town witnesses;
F. Evidence —
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1. Generally — The Commission is not bound by the
technical rules of evidence and may receive any oral or
documentary evidence; except that no finding may be predicated 6olely on hearsay or otherwise incompetent evidence.
Further, the Commission may exclude non-probative, irrelevant, or unduly repetitious evidence. Testimony shall be under
oath and subject to cross-examination. Public witnesses may
elect to provide unsworn statements.
2. Exhibits —
a. Except as to oral testimony and items administratively
noticed, material offered into evidence shall be in the form of
an exhibit. Exhibits shall be premarked and parties offering
exhibits shall, before the hearing begins, provide copies of
their exhibits to the presiding officer, other participants or
their representatives, and the original to ther^norter, if there
is one, otherwise to the ^residing oiE^jJs^t^u^ui^ents contain
information the offering r * f 1, ipant does not *isu to include,
the offering party shall mi * out, excise, or otherwise exclude
the extraneous portion on 1 he original. Additions to exhibits
shall be dealt with in the same manner.
b. Exhibits shall be premarked, by the offering party, in the
upper right corner of each page by identifying the party, the
witness, docket number, and a number reflecting the order in
which the offering party will introduce the exhibit.
c. Exhibits shall conform to the format described in R746100-3(C) and be double sided and three-hole punched. They
shall also be adequately footnoted and if appropriate, accompanied by either narrative or testimony which adequately
explains the following: Explicit and detailed sources of the
information contained in the exhibit; methods used in statistical compilations, including explanations and justifications;
assumptions, estimates and judgments, together with the
bases, justifications and results; formulas or algorithms used
for calculations, together with explanations of inputs or variables used in the calculations. An exhibit offered by a witness
shall also be presented as an electronic document, an exact
copy of the paper version, filed on a 3-1/2"floppydisk or CD,
using a format previously approved by the Commission.
3. Administrative notice — The presiding officer may take
administrative or official notice of a matter in conformance
with Section 63-46b-8(lXb)(iv).
4. Stipulations — Participants in a proceeding may stipulate to relevant matters of fact or the authenticity of relevant
documents. Stipulations may be received in evidence, and if
received, are binding on the participants with respect to any
matter stipulated. Stipulations may be written or made orally
at the hearing.
5. Settlements —
a. Cases may be resolved by a settlement of the parties if
approved by the Commission. Issues so resolved are not
binding precedent in future cases involving similar issues.
b. Before accepting an offer of settlement, the Commission
may require the parties offering the settlement to show that
each party has been notified of, and allowed to participate in,
settlement negotiations. Parties not adhering to settlement
agreements shall be entitled to oppose the agreements in a
manner directed by the Commission.
G. Prefiled Testimony — If a witness's testimony has been
reduced to writing and filed with the Commission before the
hearing, in conformance with R746-100-3(C), at the discretion
of the Commission, the testimony may be placed on the record
without being read into the record; if adverse parties shall
have been served with, or otherwise have -had access to, the
prefiled, written testimony for a reasonable time before it is
presented. Except upon a finding of good cause, a reasonable
amount of time shall be at least ten days. The testimony shall
have line numbers inserted at the left margin and shall be
authenticated by affidavit of the witness. To aid in the identification of text and the examination of witnesses, written
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testimony shall have each line of written test numbered
consecutively throughout the entire written testimony. Internal charts, exhibits or other similar displays included within
or attached to written testimony need not be included within
the document's internal line numbering. If admitted, the
testimony shall be marked and incorporated into the record as,
an exhibit. Parties shall have full opportunity to cross-examine the witness on the testimony. Unless the Commission
orders otherwise, parties shall have witnesses present summaries of prefiled testimony orally at the hearing. Witnesses
may be required to reduce their summaries to writing and
either file them with their prefiled testimony or deliver them
to parties of record before or at the hearing. At the hearing,
witnesses shall read their summaries into the record. Opposing parties may cross-examine both on the original prefiled
testi nony and the summaries.
H. Joint Exhibits — Both narrative and numerical joint
exhibits, detailing each party's position on each issue, shall be
filed with the Commission before the hearing. These joint
exhibits shall:
a. be updated throughout the hearing;
b. depict the final positions of each party on each issue at the
end of the hearing; and
c. be in conformance with R746-100-3(C).
I. Recording of Hearing and Transcript — Hearings may be
recorded by a shorthand reporter licensed in Utah; except that
in non-contested matters, or by agreement of the parties,
hearings may be recorded electronically.
1. Unless otherwise ordered by the Commission, scheduling
conferences and technical conferences will not be recorded.
2. If a party requests that a scheduling conference or
technical conference be recorded, the Commission may require
that party to pay some or all of the costs associated with
recording.
J. Order of Presentation of Evidence — Unless the presiding
officer orders otherwise, applicants or petitioners, including
petitioners for an order to show cause, shall first present their
case in chief, followed by other parties, in the order designated
by the presiding officer, followed by the proposing party's
rebuttal.
K. Cross-Examination — The Commission may require
written cross-examination and may limit the time given
parties to present evidence and cross-examine witnesses. The
presiding officer may exclude friendly cross-examination. The
Commission discourages and may prohibit parties from making their cases through cross-examination.
L. Procedure at Conclusion of Hearing — At the conclusion
of proceedings, the presiding officer may direct a party to
submit a written proposed order. The presiding officer may
also order parties to present further matter in the form of oral
argument or written memoranda.
R746-100-11. Decisions and Orders.
A. Generally — Decisions and orders may be drafted by the
Commission or by parties as the Commission may direct.
Draft or proposed orders shall contain a heading similar to
that of pleadings and bear at the top the name, address, and
telephone number of the persons preparing them. Final orders
shall have a concise summary of the case containing the
salient facts, the issues considered by the Commission, and
the Commission's disposition of them. A short synopsis of the
order, placed at the beginning of the order, shall describe the
final resolutions made in the order.
B. Recommended Orders — If a case has been heard by less
than the full Commission, or by an administrative law judge,
the official hearing the case shall submit to the Commission a
recommended report containing proposed findings of fact,
conclusions of law, and an order based thereon.
C. Final Orders of Commission — If a case has been heard
by the full Commission, it shall confer following the hearing.
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-1By The Commission:
I. PROCEDURAL HISTORY
Over the past seven years, this Commission has repeatedly addressed issues
associated with changes in the heat content of natural gas supplies delivered to Questar Gas
Company ("Questar Gas" or "Company") by affiliate Questar Pipeline Company ("Questar
Pipeline") resulting from the increasing presence on the pipeline system of gas produced from
coal seams ("coal bed methane") in the Ferron area of Emery County, Utah. Our Order of
August 30, 2004 ("2004 Order"), in Docket Nos. 03-057-05, 01-057-14, 99-057-20, and 99-05712, reviewed the prudence of the Company's decision to manage heat content by removing C0 2
from coal bed methane at a plant located in Castle Valley, Utah ("C02 Removal Plant") that is
owned and operated by affiliate Questar Transportation Services Company ("Questar
Transportation").
The 2004 Order concluded Questar Gas failed to prove its decision was prudent.
We therefore rejected the carbon dioxide stipulation ("C02 Stipulation") entered into by the
Company and the Division of Public Utilities ("Division") and denied Questar Gas's request for
C0 2 Removal Plant rate recovery. As a result of our decision, Questar Gas refunded
approximately $29 million ($25 million plus interest) to Utah ratepayers and reduced its rates by
$5 million annually on a going-forward basis effective September 1, 2004. The 2004 Order also
indicated our intent to open a separate docket to identify a long-term solution to the concerns
raised by increasing volumes of coal bed methane on the Questar Gas system.
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-2A. Docket Nos. 04-057-04, 04-057-11 and 04-057-13
During 2004, Questar Gas filed applications for adjustments to the commodity
portion of the Company's rates through the 191 Account in Docket Nos. 04-057-04, 04-057-11
and 04-057-13. Each of these applications noted Questar Gas was seeking rate recovery of costs
incurred under its contract with Questar Transportation for operation of the C0 2 Removal Plant.
B. Docket Nos. 04-057-09 and 05-057-01
On September 8, 2004, the Commission initiated Docket No. 04-057-09 by
scheduling a hearing "to set dates for technical conferences to discuss the long-term solution to
Questar Gas Company's gas quality." A scheduling conference was held on September 16,
2004, wherein interested parties agreed to a procedural schedule and issues to be discussed.
Pursuant to notice, six formal public technical conferences were subsequently
held from October 2004 through January 2005. The topics of these conferences included:
(1) the changing heat content of gas on the Questar Gas system; (2) the potential for Federal
Energy Regulatory Commission ("FERC") resolution of issues related to Questar Pipeline's
tariff and gas quality specifications; (3) possible alternatives to address the changing heat content
of natural gas; (4) the Green Sticker Program; (5) participants' positions on possible alternatives;
and (6) an in-depth review of the three preferred alternatives for managing heat content.
On January 31, 2005, in Docket No. 05-057-01, Questar Gas filed an application
for recovery of gas management costs in its 191 Account. On March 1, 2005, the Commission
conducted a scheduling conference at which Questar Gas, the Division, the Committee of
Consumer Services ("Committee) (hereinafter collectively referred to as the "Parties") and other
interested persons discussed scheduling issues in the above dockets and determined filing and
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-3hearing dates for Commission consideration of the issues. Pursuant to the scheduling order,
Questar Gas filed its direct testimony on April 15, 2005.
As a result of on-going discovery, investigation, and settlement discussions, the
Parties entered into a Gas Management Cost Stipulation ("Stipulation") filed with the
Commission on October 11, 2005. The Stipulation resolves all issues in the pending dockets.
As part of the Stipulation, the Parties request the Commission take administrative notice of the
information presented in the technical conferences in Docket No. 04-057-09 and admit and
incorporate the facts asserted in Questar Gas's application and written testimony filed in these
dockets into the record in support of the Stipulation.
Pursuant to public notice issued on October 11, 2005, an evidentiary hearing was
held on the Stipulation on October 20, 2005. At the hearing, Questar Gas, the Division and the
Committee each presented expert testimony in support of the Stipulation and responded to
questions from the Commission. No one opposed approval of the Stipulation during this
hearing. Absent objection, the Commission admitted the Company's written testimony filed in
these dockets, as well as the facts asserted in the Company's application, as requested in the
Stipulation.
Pursuant to the same public notice, a public witness hearing was also held on
October 20, 2005. Two witnesses testified during the public witness hearing, one of whom
opposed the Stipulation's allocation of a portion of C0 2 removal costs to industrial customers.
On November 4, 2005, Claire Geddes and Roger Ball filed statements opposing
the Stipulation styled Affidavit and Public Testimony of Claire Geddes and Affidavit and Public
Testimony of Roger J. Ball, respectively. On November 10, 2005, Questar Gas filed a
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.4memorandum arguing these statements should not be admitted into evidence but noting Questar
Gas does not object to their consideration as unsworn public witness statements.
On November 17, 2005, Ms. Geddes and Mr. Ball ( hereinafter referred to as
"Petitioners") jointly filed a Request to Intervene. This Request was accompanied by supporting
form letters from 188 individuals identifying themselves as customers of Questar Gas. On
November 22, 2005, Questar Gas filed its Opposition to Request to Intervene. That same day
the Division also filed its Opposition to Request to Intervene. On November 29, 2005, the
Committee filed its Response of the Utah Committee of Consumer Services to Request to
Intervene, opposing Petitioners' Request. On December 13, 2005, Petitioners filed their
Response to Opposition of Questar Gas Company, the Division of Public Utilities, and the
Committee of Consumer Services to Request for Intervention. This Response was accompanied
by 146 form letters of support from Questar Gas customers. On December 29, 2005, Petitioners
filed Additional Statements in Support of Petitioners' Request to Intervene, bringing to 712 the
number of customer form letters submitted on their behalf. Today, in conjunction with issuance
of this Order, we issue our Order on Request to Intervene denying Petitioners' request.

II, STIPULATION
In the Stipulation, Questar Gas, the Division and the Committee agree Questar
Gas is legally obligated to provide safe and reliable gas service to its customers and to:
"maintain the heating value established in [its] . . . tariffs and [to] .. . regulate the chemical
composition and specific gravity of the gas so as to maintain satisfactory combustion in
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-5customers' appliances without repeated adjustment of the burners."1 The Parties further agree
Questar Gas must currently manage the heat content of its gas supply within a range representing
the overlap between its current and prior tariffed ranges in order to allow customers a transition
period in which their appliances can be inspected and, if necessary, adjusted for the different
composition of gas that will enter Questar Gas's system once that transition period is over. The
Parties agree approval of the Stipulation is in the public interest, is consistent with just and
reasonable rates, and will help ensure customer safety. The Parties further agree the operation of
the C0 2 Removal Plant, with cost recovery as set forth in the Stipulation, is a reasonable means
of accomplishing the necessary heat-content management.
The Parties agree Questar Gas should be granted cost recovery for the
management of its gas supplies as follows:
A. Past Costs
Contingent upon approval of the Stipulation and receipt by Questar Gas of the
recovery agreed in the Stipulation, Questar Gas will not seek recovery of approximately $ 15
million of gas-management costs incurred from January 1, 2003, through January 31, 2005. Due
to the $29 million refund we ordered in 2004, Questar Gas has not recovered any C0 2 removal
costs to date. Therefore, approval of the Stipulation would result in zero recovery for all C0 2
removal costs incurred prior to January 31, 2005.

1

Utah Administrative Code R746-320-2.B.2 (2005).
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Rate recovery should be allowed for costs incurred after January 31, 2005. Nonfuel costs are defined as all costs billed to Questar Gas from Questar Transportation (e.g., labor,
overhead, materials, supplies, taxes other than income, power, return, depreciation, etc.), except
fuel gas costs. Non-fuel costs incurred by Questar Gas to manage the heat content of gas
supplies using the C0 2 Removal Plant, with available blending by Questar Pipeline, are
approximately $4 million annually. Questar Gas should recover in rates 90% of the actual nonfuel costs. The fuel needed to operate the C0 2 Removal Plant for Questar Gas will be provided
in-kind by Questar Gas and will be passed through to customers on a dollar for dollar basis in the
191 Account. Cost recovery will be for the longer of three years or the date in 2008 when
Questar Gas's original ten-year transition period is scheduled to end, but in no event longer than
operation of the C0 2 Removal Plant is necessary to accomplish the purpose of the transition
period. Any extension of recovery will be contingent upon a Commission order to extend the
deadline for the transition period. Parties will work together to present recommendations to the
Commission about the ultimate duration of the transition period. Any proposed extension shall
be presented to the Commission upon the same terms and conditions provided in the Stipulation.
C. Fuel Gas Charges
1.

Questar Gas Fuel. Rate recovery for fuel gas used at the C0 2 Removal Plant to

process gas for the Company will be the lesser of 360,000 Dth/year or the actual fuel gas used.
2.

Third Party Fuel. All fuel provided by third parties for processing at the C0 2

Removal Plant will be used to keep fuel charges at or below 360,000 Dth/year.
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If Questar Transportation should contract with a third-party to process gas at the
C0 2 Removal Plant, Questar Transportation will be allowed to keep 100% of the revenues
credited to its account from such third-party processing, up to $400,000 annually. Revenue
received by Questar Transportation for third-party processing at the C0 2 Removal Plant that
exceeds $400,000 annually will be credited 50% to Questar Transportation and 50% to Questar
Gas. Any such credit to Questar Gas will be recorded in the 191 Account as an offset to costs
recoverable from customers.
E. Additional Plant Facilities
The costs of additional C0 2 Removal Plant or pipeline facilities required by
Questar Gas or third parties to remove C0 2 from gas supplies will not be borne by Questar Gas's
customers.
F. HEAT Customers
Questar Gas will take all commercially reasonable measures to inform lowincome customers who qualify for Home Energy Assistance Target ("HEAT") of the necessity to
have their appliances inspected and, if necessary, adjusted for the change in gas supply, Questar
Gas agrees to provide free furnace inspection and adjustment services and to waive additional
rate recovery of its costs to provide such services, for up to 2,000 HEAT or other qualifying
customers per year, in addition to the approximately 1,000 customers whose appliances are
inspected and/or adjusted annually by the Utah Weatherization Program ("UWP"), for each full
year the Stipulation is in effect.
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The costs associated with the C0 2 Removal Plant as provided in the Stipulation
will be allocated between sales and transportation customer classes using the non-gas revenue
requirement identified in Questar Gas's Barrie L. McKay - Rate Design - Exhibit 1, lines 1 and
2, in Docket No. 02-057-02. If the Commission, in a general rate case, changes the allocation of
the final revenue requirement between the sales and transportation classes as provided in this
Stipulation, the Parties agree that the new class allocation will be used.

III. BACKGROUND
A. Testimonial Evidence
At the evidentiary hearing on the Stipulation on October 20, 2005, three expert
witnesses, one each from the Company, the Division, and the Committee, testified in support of
the Stipulation. No party or person appeared in opposition to the Stipulation.
In its testimony, Questar Gas provided information regarding the process
throughout the 1990s resulting in increasing volumes of coal bed methane on the Questar Gas
system. The Company noted its intent throughout the process leading to the Stipulation was to
follow a decision-making framework that it believed the Commission had promulgated in
previous Orders relating to coal bed methane.
The Company stated its objective was to reliably manage the heat content of the
gas on its system within a customer-safe range at the least cost. Questar Gas noted the
Commission's prior concern that Questar Gas may not have explored various alternatives and
therefore set about through the technical conference process, in cooperation with the other
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Commission's prior concerns about affiliate interests, the Company engaged in a process
intended to show that it recognized potential affiliate conflicts, minimized them, and placed the
customers first in its decision-making. In working through this process, the Company responded
to over 23 sets of data requests from the Division and Committee totaling over 400 questions and
producing nearly 1,000 pages of studies, analysis and information comparing the various
alternatives.
Questar Gas noted that at the time of filing its application the Company supported
what it believed to be the most cost-effective alternative identified during the technical
conferences: precision blending with C0 2 Removal Plant backup for seven months of the year.
This and a second alternative, year-round operation of the C0 2 Removal Plant, were identified in
the technical conferences as the preferred alternatives having essentially identical costs over the
anticipated transition period.2 During a period of four to five months after the filing of Questar
Gas's direct testimony, the Parties engaged in vigorous, difficult and prolonged discussions in
which the outside experts retained by the Division and Committee participated. As these
discussions continued, Questar Gas realized that, due to the opportunity for revenue credits and
receipt of fuel gas in-kind, the least cost approach would be to operate the C0 2 Removal Plant
year-round with increased processing of gas for third parties. Therefore, the Company adopted
this approach as its preferred alternative. Questar Gas communicated its position to the Division

2

The Commission notes that both of these alternatives would require customers to inspect their gas appliances and
adjust them as necessary. Indeed, all but a few of the fourteen different alternatives analyzed by participants would
have required such inspection and adjustment.
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Commission.
In written testimony filed with the Commission on April 15, 2005, and admitted
into evidence without objection at hearing, Questar Gas states the changes in gas supplies
entering its system were beyond both the Company's and its affiliates' control. Coal bed
methane supplies represent a major new source of natural gas in the Rocky Mountain region.
This gas is needed to replace declining supplies of more traditional gas. Although the region's
pipeline system developed as a closed system, the Natural Gas Policy Act and the FERC's open
access policies have transformed the entire interstate pipeline system, fully integrating the Rocky
Mountain region into the national market.
According to the Company, this interconnectedness means the sources of coal bed
methane within the Rocky Mountain region are now served by the same interstate natural gas
pipeline grid that delivers gas to the Questar Pipeline system. This grid is operated by multiple
pipeline companies and is expanding to transport gas from new coal bed methane wells. As this
expansion continues, the likelihood of additional coal bed methane reaching Questar Pipeline's
system, and thus Questar Gas's system, is very high. Due to large proven reserves in the area,
coal bed methane will likely provide a significant portion of the gas Questar Gas receives from
both Kern River and Questar Pipeline in the future; without these reserves, the price Questar Gas
pays for natural gas would increase significantly.
Questar Gas notes the development of large quantities of coal bed methane
geographically near Questar Gas's system has reduced the market price of all gas supplies
purchased by the Company, saving customers approximately $30 million in purchased gas costs
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December 2004. In addition, the availability of coal bed methane and the construction of
Mainline 104, which resulted from the development of coal bed methane, allowed Questar Gas
to realize additional savings of approximately $3 million per year. Furthermore, Questar Gas's
decision not to go to the FERC in an attempt to keep coal bed methane off of Questar Pipeline
has avoided costs of from $8 to $18 million per year that would have been required to process
Company-owned gas to allow it to be transported on Questar Pipeline with new gas quality
requirements. Because all of these identified savings continue into the future, it would be
imprudent for Questar Gas not to plan to accept increased quantities of coal bed methane.
Due to the safety concern raised by the change in the heat content of gas supplies
being delivered to Questar Gas, the Company, in concert with the Division and the Committee,
initially identified and analyzed fourteen alternatives to provide safe, reliable service to
customers at the lowest reasonable cost. The Company's decision-making matrix evaluated each
alternative on the basis of safety, reliability, implementation, cost, and potential affiliate
conflicts. Precision blending of gas streams on Questar Pipeline's southern system with C0 2
removal as a backup, year-round C0 2 removal, and precision blending with Kern River supplies
as a backup were identified by technical conference participants as the three alternatives most
worthy of additional consideration. However, reliance on Kern River backup was ultimately
rejected due to the unavailability of no-notice service from Kern River, which would undermine
the Company's ability to provide sufficient gas supplies to customers in the event precision
blending failed.
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concerns by identifying the potential conflict raised by Questar Transportation's ownership and
operation of the C0 2 Removal Plant and then mitigating any conflict by requiring that Questar
Gas's costs under its contract with Questar Transportation be no higher than if it owned and
operated the plant itself. Questar Gas noted these costs are in fact lower than if the plant were
owned and operated by an unaffiliated third party, an assertion no other party controverted.
In testimony at hearing, the Division stated its belief that the Stipulation
represents a reasonable compromise among the Parties, produces just and reasonable rates, and
equitably balances the interests of ratepayers and Questar Gas's shareholders. As such, the
Division concludes the Stipulation is in the public interest. The Division believes Questar Gas
has met the requirements outlined in the 2004 Order to identify its objective and alternatives to
meet that objective, to define the method and criteria by which it would evaluate those
alternatives, and to properly document the process by which it reached its ultimate decision.
The Division believes gas supply safety is a legitimate concern and concurs with
the Commission's prior conclusion that operation of the C0 2 Removal Plant protects Questar
Gas customers. Based on its own extensive analysis and participation in the technical
conferences, the Division concludes operation of the C0 2 Removal Plant with recovery of
associated processing costs as specified in the Stipulation is warranted.
In evaluating the process by which Questar Gas determined its preferred
alternative, the Division noted that Questar Gas proposed its decision-matrix of conditions and
criteria to compare and evaluate each alternative. This matrix was discussed and modified over
the course of several of the technical conferences such that the Division believes it represents a
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alternatives and engaged an independent consultant to assist in that evaluation. The Division's
analysis failed to identify any alternatives that provided the same level of safety and reliability at
a lower cost than the C0 2 Removal Plant. This led the Division to conclude that operation of the
C0 2 Removal Plant during the transition period was a reasonable way to meet the defined
objectives of providing safe, reliable gas service to Questar Gas customers. Because of the
safety concerns raised by the presence of coal bed methane in the system, and the analytical
process undertaken by Questar Gas and all of the participants, the Division believes operation of
the C0 2 Removal Plant in accordance with the terms of the Stipulation is a reasonable solution
that achieves the objective of safe, reliable gas service and is in the public interest.
At hearing, the Committee noted that its own retained expert concluded the
presence of coal bed methane on Questar Gas's system results in an increased safety risk for
customers using gas furnaces and water heaters. The Committee participated in the technical
conferences and, along with its retained expert, in negotiations leading to the Stipulation.
Following negotiations, the Committee held three meetings at which it deliberated on the
Stipulation. At the conclusion of its own extensive analysis and deliberations, the Committee
concluded the Stipulation results in a fair and reasonable compromise of all the issues in these
dockets and is in the public interest.
The Committee identified two factors that led it to conclude that circumstances
had changed since the prior C0 2 dockets. First, coal bed methane now represents between 25
and 40% of Questar Gas's overall market purchases, a significant increase from the less than 5%
level existing at the time of the Committee's previous opposition to recovery of C0 2 removal
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Committee to re-evaluate its prior view that coal bed methane is transported on the pipeline
system for the benefit of Questar Pipeline with little corresponding benefit to Questar Gas's
customers. Second, the Committee notes the compelling evidence submitted by the Company
showing that a combination of blending and diverting coal bed methane into the Kern River
system would not entirely eliminate the need to process the gas in order to protect Questar Gas
customers. The Committee thus concluded that C0 2 removal is the most effective remedy
available for dealing with this situation.
The Committee believes two major features of the proposed settlement are
important. The first is Questar Gas's abandonment of its claim to past and interim gas
management costs in return for the ability to recover the majority of its future costs for the next
three years. Because of continuing concerns about affiliate interests, the Committee believes
only partial recovery of the Company's gas management costs is justified such that Questar Gas
must give up all claims to recovery of past C0 2 processing costs in any settlement in the current
dockets. Second, under the Stipulation's revenue sharing and in-kind fuel provisions relating to
processing operations for third parties, customers will save an estimated $1.3 million annually.
Excluding past and interim gas management costs and including various credits or benefits
agreed in the Stipulation, the Committee calculates that 59% of the estimated costs associated
with C0 2 removal from January 1, 2003 through 2008 will be borne by Questar Gas.
The Committee also believes the rate allocation across customer classes provided
in the Stipulation is reasonable. Under the Stipulation, residential and small commercial
customers will bear approximately 95% of the gas management costs assigned to customers.
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commercial customers. First, a significant number of residential and small commercial
customers have already had their appliances inspected and adjusted as necessary but they, like
the large industrial and commercial customers, will be required to pay a portion of the C0 2
removal costs going forward. Second, given Questar's evidence indicating the availability of
coal bed methane has had a dampening effect on gas prices in the local market, large and small
customers alike have derived a benefit from the availability of coal bed methane and so should
share in the cost of safely bringing that gas to market.
In response to questions from the Commission, Questar Gas reaffirmed that
portion of the Stipulation in which Parties agree the alternative of going to the FERC to keep
coal bed methane off Questar Pipeline is not a viable alternative. The primary reason the Parties
chose not to pursue this option was the risk that doing so might create additional costs for
customers and the likelihood that any approach to FERC would not be successful. Questar Gas
also confirmed its intent under Stipulation paragraph 9(f) to provide, within the terms of the
Stipulation, any identified low-income customer, not just HEAT customers, free furnace
inspection and adjustment services, and to provide such services with its current work force at no
additional cost to ratepayers.
The Company pointed out the Parties have agreed to procedures to be used to
extend the terms of the Stipulation and stated its belief that, depending upon progress made
during the next three years, the Stipulation may have to be extended two years to 2010. The
Division noted the Green Sticker Accord provides for a series of surveys to permit the Parties to
determine on an annual basis how many people have yet to have their appliances inspected and

DOCKET NOS. 04-057-04, 04-057-11. 04-057-13, 04-057-09 & 05-057-01
-16to identify any trends in the inspection process. This will enable the Parties in the 2008 time
frame to recommend to the Commission whether the transition period needs to be extended.
The Company then addressed the Commission's questions regarding the rate
allocation procedure outlined in paragraph 9(g) of the Stipulation. The Company provided an
exhibit that showed how the Utah costs would be allocated between sales and transportation
customers, noting transportation customers would bear less of the C0 2 removal costs under the
proposed Stipulation than would have been the case under the prior C0 2 Stipulation. Questar
Gas stated its aim to arrive at simply "two pots", a sales rate and a transportation rate, using the .
non-gas revenue requirement identified in the Questar Gas exhibit referenced in paragraph 9(g).
The Committee noted there has probably been some migration from the transportation class to
the sales class since the last rate case and believes the agreed cost allocation is a fair outcome
given the Committee's aim of allocating the costs under the Stipulation to all customers.
The Parties explained the benefits anticipated from third-party processing and
acknowledged that capping the fuel usage to be recovered in rates by Questar Gas for processing
was a benefit and that revenue from third-party processing was a potential benefit that made this
alternative preferable to precision blending with C0 2 removal as a backup. The Division and
Committee noted the rate recovery provided in the Stipulation was within the range of recovery
those parties would have recommended had the matter gone to an adversarial proceeding.
The Company also clarified that the presence of coal bed methane on the Questar
Pipeline system has created a basis difference between Questar Pipeline's gas prices and those
on the Kern River and Northwest Pipeline systems. It is this difference that accounts for the
millions of dollars Questar Gas has identified as savings to Utah customers attributable to the
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component but also the fact that coal bed methane now represents an additional source of supply
adjacent to the Wasatch Front that led the Committee to conclude that circumstances have
changed since prior dockets.
The Company stated that, if approved, the estimated costs of C0 2 removal under
the Stipulation would increase a typical customer's bill by approximately 50 cents per month.
All witnesses testified that customers were not being asked to pay twice to deal with the
changing heat content of gas on Questar Gas's system, once through appliance adjustments and
once through increased rates. Customers should have their appliances inspected and adjusted
periodically anyway and customers had already received a benefit of lower cost gas through the
development of coal bed methane near Questar Gas's distribution area.
Questar Gas also confirmed that its inspectors are finding substantial safety issues
during their inspections of customer appliances. The Company also noted the required
inspection, and adjustment if necessary, is a small part of what Questar Gas already asks their
customers to do; namely, to have their appliances inspected every year or every other year
because that is when many safety issues are identified.
B. The Technical Conferences
As detailed in the Company's testimony, as well as in it's application filed
January 31, 2005, and admitted into evidence without objection at hearing, Questar Gas, the
Division, Committee, Commission staff and other interested persons engaged in a series of
technical conferences intended to identify, evaluate, and select a preferred alternative to address
the safety concerns caused by the presence of coal bed methane on the Questar Gas system.
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Questar Gas system. The agenda included the following discussion items: (1) evolution of the
changing heat content of gas on the Questar Gas system; (2) demonstration of unsafe appliance
operation when non-interchangeable gas is burned; (3) set point; (4) safety standards;
(5) changing FERC regulations; (6) cost recovery for management of heat content; and
(7) participants' positions on the issues.
During this technical conference, participants reviewed combustion principles;
the impact on appliance performance of burning non-interchangeable gas; the approximate
interchangeability ranges; the evolution of the interstate pipeline grid in the Rocky Mountain
region and its ties to the national market; national pipeline heat-content specifications; Questar
Pipeline efforts to deliver gas that meets the specifications of interconnecting pipelines and
Questar Gas; natural gas producing basins and their respective gas compositions; historical basin
heating values; Price, Utah-area coal-seam production; the Btu ranges of various types of natural
gas; an explanation of the Wobbe Index and how it is used to determine gas interchangeability; a
comparison of the composition of coal bed methane, Uintah Basin gas and Northern Gates gas;
the interchangeable range for Questar Gas's transition from pre-1998 to post-1998 appliance set
points; Btu ranges for producing basins serving Questar Pipeline; the historical Btu trends for
Salt Lake City; the Btu delivery ranges for Questar Gas from 1995 to the present; the heat
content of Kern River gas delivered to Questar Gas from 1999 to September 2004; and a
comparison of Questar Gas's new Btu set points to 26 urban areas showing that Questar Gas's
new set points were well within the set-point range for local distribution companies ("LDC")
throughout the country while the old set point was significantly higher than the 26 other areas.
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Questar Gas's lab that showed dangerously elevated levels of carbon monoxide and unstable
flame conditions resulting from appliance settings that are incompatible with the gas stream.
Questar Gas then summarized its position regarding the presence of coal bed methane on its
system as follows: (1) an appliance not properly adjusted for the heat content of natural gas
supplied to it creates a safety hazard; (2) Questar Gas and Questar Pipeline constantly manage
the heat content and gas composition of their natural gas supplies to provide safe, reliable gas
supplies that meet the interchangeability requirement of the overlap between Questar Gas's old
and new set points; (3) pursuant to FERC regulations issued since 1985, Rocky Mountain
pipelines have adopted national interstate grid natural gas-quality specifications; (4) Questar
Gas's two major pipeline suppliers, Questar Pipeline and Kern River, both deliver supplies of
natural gas with a heat content that is aligned with the national market; and (5) natural gas
markets beyond the Rocky Mountains have a major influence on natural gas composition and the
physical flows of Rocky Mountain production.
The technical conference concluded with a discussion of FERC s policy favoring
competition that prohibits discrimination by a pipeline in favor of any customer, including
affiliates; an overview of the FERC orders that over time have led to a more competitive openaccess environment on interstate pipelines; pipeline regulation pre-1985 when pipelines were not
common carriers and typically provided bundled transportation and sales service; and a
discussion of FERC Order 2004 that reiterated pipelines could not wield market power over gas
markets and give undue preference to any customer, including the pipeline's affiliated LDC.
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FERC resolution of issues related to Questar Pipeline's tariff and gas quality specifications,
additional review of heat-content specifications, and a framework for analysis of alternatives for
managing the heat content of natural gas delivered to the Company's customers. Questar Gas
summarized the FERC's natural gas interchangeability docket and the Natural Gas Council's
proposal to study gas quality and interchangeability. This discussion also addressed whether a
proceeding at the FERC should be initiated to address natural gas heat-content issues on Questar
Pipeline and if so, by whom. The Company's position was that: (1) there is little likelihood of a
favorable outcome at the FERC; (2) there is a substantial risk of unintended adverse results, e.g.
Company-owned production that may not meet Questar Pipeline's tariff specifications may be
restricted unless processed at great expense to Questar Gas's customers; (3) any FERC action
should be pursued against both Kern River and Questar Pipeline and the requested relief should
be an assurance that gas delivered to Questar Gas meets its interim and prospective
interchangeability ranges; and (4) a party other than Questar Gas should bring any FERC action
in order to avoid potential affiliate-interest issues. The Company indicated that, despite its
position, Questar Gas was willing to initiate a proceeding at the FERC to request that Questar
Pipeline's tariff be changed or enforced in a manner to require that coal bed methane could not
be transported on the pipeline, if the participants requested that it do so.
The Company then described the process by which it proposed to determine the
best alternative for managing the heat content of its gas supplies on a going-forward basis. This
process was based on the criteria identified in the Commission's 2004 Order and included a
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reliable gas service for customers at the lowest reasonable cost.
The criteria to be used in evaluating the alternatives included: (1) safety, defined
as ensuring that gas supplies delivered to customers will burn safely and efficiently;
(2) reliability, defined as ensuring sufficient supplies and transport capacity are available to meet
customer demand; (3) implementation, defined as factors that impact the ability to successfully
implement the alternative; and (4) cost. Additionally, if an affiliate is involved, then the
Company must recognize the potential affiliate conflict, minimize the conflict, prioritize
customers' interests first, and demonstrate that there has been no undue influence.
At the third technical conference, the topic of discussion was possible alternatives
to address the changing heat content of natural gas. These alternatives included: (1) taking no
action; (2) FERC action; (3) shutting in city gates; (4) appliance adjustment; (5) paying
producers to shut in their gas supplies; (6) gross blending; (7) precision blending; (8) propane
injection; (9) C0 2 removal using the existing C0 2 Removal Plant; (10) four alternatives
involving service from Kern River; and (11) other (which was an invitation for any other
alternatives from any of the other parties). The Company presented its analysis of each of these
fourteen alternatives using the criteria outlined above. Included for each alternative was a
physical and business description, a list of pros and cons, a risk matrix, capital-cost estimates,
and first-year cost-of-service.
The Company provided all participants a "Summary of Alternatives" handout that
analyzed each alternative. Additionally, the Company included the first step in the affiliateconflict analysis for each alternative and explained that once the alternatives were narrowed, a
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participant on these or any other alternatives.
At the fourth technical conference, Questar Gas presented an overview of the
Green Sticker Program and specifically addressed the responsibilities of the Company in
connection with heat-content of gas and appliance adjustment, namely: (1) to maintain the heatcontent of gas within the Commission-approved range; (2) to educate customers about the
approved range; and (3) to encourage customers to periodically have appliances inspected. The
Rocky Mountain Gas Association ("RMGA") then provided a position statement explaining the
mission of RMGA; its position on safety of natural gas appliances; and the role of heating
contractors in assuring that appliances they install, inspect, or repair are adjusted to the heatcontent range specified in the LDC's tariff. Representatives from various municipal building
inspectors; the Division of Occupational and Professional Licensing ("DOPL"); the UWP; and
individual heating, ventilation and air conditioning ("HVAC") contractors were in attendance.
Some of them made statements regarding the issues discussed in the conference.3
The topics for discussion at the fifth technical conference included the positions
of participants on the alternatives previously outlined by Questar Gas, any other alternatives, the
narrowing of alternatives, the process for refining the remaining alternatives, and a time line for

During the course of the technical conferences, a group was formed to study the Green Sticker Program. This
group, which included the Company, the Division, the Committee, DOPL, the RMGA, the UWP, municipal building
code inspectors, and individual HVAC contractors, eventually entered into the Green Sticker Accord. The Accord
recognized that appliances not properly adjusted for the heat content of gas delivered to Questar Gas's system can
pose a safety risk and that a transition period during which Questar Gas managed the heat content of its gas supplies
(so that appliances set to either the prior or new heat-content ranges would operate safely) was necessary for
customers to get their appliances checked and, if necessary, adjusted to the new range. The signers of the Accord
agreed to work together to encourage customers to have their appliances inspected and, if necessary, adjusted by
qualified heating contractors by the summer of 2008.
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The Division distributed three handouts entitled "Precision Blending Issues," "Need for C0 2
Removal Plant," and "Deliveries at Indianola, Payson and Goshen." The Company presented its
three preferred alternatives which, with some slight variation, were the three alternatives the
participants agreed needed further analysis: (1) precision blending with the C0 2 Removal Plant
as a back-up; (2) reliance on the C0 2 Removal Plant; and (3) precision blending with the Kern
River backup using Feeder Line 85. No participant presented a different alternative.
The sixth technical conference was held to provide a more thorough analysis of
these three preferred alternatives. Questar Gas compared the three alternatives in greater detail
using the safety, reliability and implementation criteria. The Company stated it would not
support the precision blending with Kern River backup alternative because of the unavailability
of intraday transportation service and gas supplies, as well as the cost risk of very high demand
charges associated with securing gas supplies if they were available.4
Questar Gas then presented an expanded cost analysis for the three preferred
alternatives for various time frames ranging from 4 to 15 years. This analysis showed the costs
of the C0 2 Removal Plant and precision blending with the C0 2 Removal Plant as a backup were
approximately equal in the near term, but that precision blending with C0 2 removal as a backup
had slightly lower costs over longer time periods. The cost of precision blending with Kern
River gas supplies as a backup was significantly more expensive.

Put another way, Questar Gas believed this alternative should be removed from further consideration because of its
unreliable gas supply and cost risk.
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alternatives that identified potential affiliate conflict, explained how the possibility of a conflict
could be minimized, showed how customers' interests would be prioritized first, and showed
there would be no undue affiliate influence.
C. Public Witness Testimony and Statements
The final portion of the record in these dockets is the public witness testimony
provided at hearing on October 20, 2005, and the two late-filed statements of Mr. Ball and Ms.
Geddes filed on November 4, 2005. Two individuals, H. Sam Neslen and Roger J. Swenson,
appeared at the public witness hearing providing sworn testimony. Mr. Neslen's testimony did
not address the Stipulation, but rather addressed more general issues related to pricing of natural
gas to producers of electricity. Mr. Swenson appeared on behalf of US Magnesium Corp ("US
Mag"). Mr. Swenson testified that US Mag does not oppose the Stipulation, except for
allocating a portion of the costs of the C0 2 Removal Plant to industrial customers. US Mag
believes the costs of C0 2 removal should be borne by those customers whose appliances require
adjustment due to the changes in the heat content of gas supplies delivered to them. Large
industrial customers such as US Mag require no adjustment in order to safely burn coal bed
methane.
Mr. Ball's statement complains about the notice of hearing and the filing of the
Stipulation. Mr. Ball provides background on his former employment as administrative
secretary and director of the Committee and his view that the Committee has not vigorously and
effectively represented consumers' interests in this proceeding. Mr. Ball also states that he does
not believe the Division has fulfilled its duty to illuminate all aspects of this matter.
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demonstrated on a going forward basis because construction and operation of the plant was not
prudent in the first instance. He also challenges the agreement by Parties to the Stipulation that
going to the FERC to prevent coal bed methane from entering Questar Gas's system is not
viable. In addition, Mr. Ball argues the Stipulation does not adequately address: (1) the
compensation due from Questar Pipeline to Questar Gas customers for money paid in prior years
to support pipeline construction and operation; (2) the viability of using a second pipeline,
already constructed by Questar Pipeline, to transport coal bed methane and thereby keep it off
the Questar Gas system; and (3) the fact that approval of the tariff revision in Docket No. 98057-T02 may have been a mistake in so much as it has resulted in Questar Gas wanting
customers to twice pay for costs caused by Questar Pipeline, once to process the coal bed
methane and again to adjust their appliances.
Mr. Ball requests his statement be admitted into evidence. He acknowledges his
absence from the public witness hearing rendered him unavailable for cross-examination, but
argues he was not present for the public witness hearing because he was not aware that any
hearings had been scheduled until after hearing on the Stipulation. He also urges the
Commission not to take administrative notice of, nor consider, the various documents produced
and distributed at the technical conferences held in Docket No. 04-057-09, nor the direct
testimony on behalf of Questar Gas, discovery questions and answers, or the opinions of the
Division's and Committee's analysts produced in Docket No. 05-057-01.
Mr. Ball argues the documents distributed during the technical conferences are
not filed under the Commission's docket index, nor have they been readily available to the
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made under oath nor contemporaneously transcribed or recorded. He also notes that none of the
discovery questions and answers exchanged between Parties to the Stipulation are available via
the docket index on the Commission's website and that this discovery has thus far been opaque
to members of the public. Finally, Mr. Ball argues that none of the Division's or Committee's
staff or consultants, save two, appeared, were sworn, or were available for cross-examination
during hearing on the Stipulation.
Ms. Geddes also argues the prudence of the Questar Gas decision to construct and
operate the C0 2 Removal Plant remains unproven. In addition, she challenges the terms of the
Stipulation that would provide 90% recovery of the plant's fixed operation costs while also
awarding Questar Transportation the first $400,000 in profits received annually from third-party
contracts.

IV. APPLICABLE LEGAL STANDARD
Settlement of matters before the Commission is encouraged at any stage of
proceedings.5 The Commission may approve a stipulation or settlement after considering the
interests of the public and other affected persons if it finds the stipulation or settlement in the
public interest.6 In reviewing a stipulation, the Commission may also consider whether it was
the result of good faith arms-length negotiations.7
5

Utah Code Ann. § 54-7-1. See also Utah Dept. ofAdmin. Services v. Public Service Comm 'n, 658 P.2d 601, 61314 (Utah 1983).

6

Id

7

Utah Dept ofAdmin. Services, 658 P.2d at 614, n.24.
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light of the circumstances and the facts that the utility knew or reasonably should have known at
the time of the decision.8 We do not substitute our judgment in hindsight for the reasonable
decisions made by management,9 nor do we determine that a reasonable decision is imprudent
merely because we conclude that a better, reasonable alternative was available for consideration
or action. Our 2004 Order specifically addressed this issue in the context of Questar Gas's prior
decision to remove C0 2 from coal bed methane:
One would expect a prudent gas distribution company faced
with the risk of [a] safety issue of the magnitude faced by Questar's
distribution customers to clearly identify its objective; to identify
alternatives to meet the objective, to define the method and criteria
by which it would evaluate the alternatives and to record or document
the process in support of the ultimate decision. .. .
In making this determination, we believe that ratepayers are
best served by reserving wide latitude to utilities' managerial
experience and technical expertise. We therefore do not promulgate
a checklist of actions which, if followed, might inoculate a utility's
action against a finding of imprudence. Instead, we simply require
substantial evidence that the utility's decision-making process, under
the totality of the circumstances, was not the product of a conscious
or unconscious favoring of affiliate over ratepayer interests. The
utility's and its customers' interests must be paramount and affiliate
interests subordinate.10
These criteria were recently codified with the addition of subsection (4) to Utah
Code Ann. § 54-4-4. This subsection specifically provides that, in considering prudence, the

8

In the Matter of the Application of Mountain Fuel Supply to Adjust Rates for Natural Gas Service in Utah, Docket
Nos. 91-057-11 and 91-057-17 (Sept. 10, 1993).
9

Logan City v. Public Utilities Commission, 296 P.2d 1006 (Utah 1931).
2004 Order at 19-20 (footnotes omitted).
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action was taken"11 and shall "determine whether a reasonable utility, knowing what the utility
knew or reasonably should have known at the time of the action, would reasonably have incurred
all or some portion of the expense, in taking the same or some other prudent action".12
We therefore assess the prudence of Questar Gas's actions going forward from
February 1, 200513 by asking whether an unaffiliated utility acting in the best interests of its
customers, in light of the circumstances and possessing the same knowledge which Questar Gas
had or should have had at the time, could reasonably have responded the way Questar Gas has
responded in selecting operation of the C02 Removal Plant as the best alternative to manage the
changing heat content of its gas supplies in light of current and anticipated conditions.
Where potential exists for conflict with affiliate interests, we do not presume
affiliate transactions to be reasonable.14 We view customers' interests as paramount and require
in all instances that those interests not be subordinated to the interests of affiliates.15 We are
guided in this matter by our October 20, 2004, Order on Request for Reconsideration and
Clarification in Docket Nos. 03-057-05, 01-057-14, 99-057-20, and 99-057-12 :

11

See Utah Code Ann. § 54-4-4(4)(a)(ii).

12

See id. at § 54-4-4(4)(a)(iii).

13

We need not assess the prudence of the Company's actions prior to February 1, 2005 since, pursuant to the
Stipulation, the Company has agreed to forego request of any cost recovery prior to this date.
{4

US West Communications, Inc. v. Public Service Commission, 901 P.2d 270, 274 (Utah 1995).

E.g., In the Matter of the Analysis of an Integrated Resource Plan for Mountain Fuel Supply Company, Docket
No. 91-057-09 (Sept. 26, 1994), p. 3.
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recovery of costs affected with such potential conflicts, the utility
understands its burdens of proof and persuasion and takes steps
(which enable it to present evidence of its actions) showing how
these conflicts were recognized, were minimized and how the utility
prioritized its customers' interests and was not unduly influenced by
its affiliate interests in the actions it took.16

V. DISCUSSION, FINDINGS, AND CONCLUSIONS
A. Public Witness Procedural Challenges
As an initial matter, we consider whether to regard the statements submitted by
Ms. Geddes and Mr. Ball as sworn or unsworn testimony, examine the adequacy of our notice of
the hearings on the Stipulation, and address our decisions to take notice of information presented
at the technical conferences and to admit Questar Gas's pre-filed testimony, as well as the
information contained in its application.
Ms. Geddes and Mr. Ball are not parties in any of the present dockets. However,
Ms. Geddes has previously participated in public witness hearings before the Commission. In
addition, until March of this year, Mr. Ball regularly participated, as long-time Committee
administrative secretary and staff director, in Commission proceedings and is familiar with the
Commission's procedures. Despite their familiarity with Commission proceedings generally,
and Mr. Ball's familiarity with this proceeding in particular, neither of these individuals sought
intervention or discovery prior to the hearing on the Stipulation, nor did they file testimony or
otherwise participate as a party. As noted above, we have denied their joint Request to Intervene
which was filed almost a month after the hearing on the Stipulation and nearly two weeks after
16

Order on Request for Reconsideration or Clarification, Docket Nos. 98-057-12, 99-057-20, 01-057-14 and 03-05705 (Oct 20, 2004) at 3.

DOCKET NOS. 04-057-04, 04-057-11. 04-057-13, 04-057-09 & 05-057-01
-30submission of their late-filed public witness statements. They are not parties to these dockets
and appear solely in the role of public witnesses.
Pursuant to Commission Rule 746-100-10.F.1, public witness testimony may be
sworn or unsworn. If sworn, the testimony is subject to cross-examination and the Commission
may make findings based upon the testimony. If unsworn, cross-examination is not permitted
and no finding may be based on the testimony. The statements of Ms. Geddes and Mr. Ball were
not presented at hearing and were not subject to cross-examination. We therefore conclude these
statements are properly viewed as unsworn public witness statements and we treat them
accordingly.17
We issued notice of these hearings on October 11, 2005, nine days prior to the
hearings. No minimum notice period is set forth in the Administrative Procedures Act. Rule
R746-100-10.A specifies the Commission will give at least five days notice but may decide upon
a shorter period. Rule 6(d) of the Utah Rules of Civil Procedure also states not less than five
days notice should be given unless otherwise ordered. Notice of the hearings on the Stipulation
clearly complied with these requirements.
Furthermore, the hearing in this case was on a settlement proposed by all of the
parties in this proceeding. Before approving a settlement, we are required to notify all parties to
a proceeding of the settlement and to afford them an opportunity to provide evidence or
argument in opposition to it. Utah Code Ann. § 54-7-l(3)(c) and (e)(ii)(C). Because the

We note, however, that even if we were to admit these statements into evidence as sworn testimony, such
testimony would prove unpersuasive in light of the overwhelming weight of competing evidence in the record.
Therefore, whether these statements are treated as sworn testimony or unsworn opinion is in fact immaterial to our
findings and conclusions contained herein.
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Nonetheless, public notice was given.
Mr. Ball complains it is unlikely customers would have known of the public
witness hearing, stating that although the Commission's docket index indicates that the notice of
hearing was issued on October 11, 2005, the index also indicates that the Stipulation was not
filed, and therefore not available for public review, until October 13, 2005. In fact, the
Commission's file shows that the Stipulation was filed at 11:06 a.m. on October 11, 2005. If
Mr. Ball had contacted the Commission at anytime after the notice of hearing was issued at 1:52
p.m. on October 11, 2005, the Commission would have provided him with a copy of the
Stipulation. Even if the Stipulation was not available on the Commission website until October
13, 2005, this was nonetheless seven days in advance of the hearing in full compliance with any
notice requirement in the Administrative Procedures Act, the Commission's Rules of Practice
and Procedure Governing Formal Hearings, or the Utah Rules of Civil Procedure.
Furthermore, the Utah Open and Public Meetings Act, U.C.A. § 52-4-1 et seq.
(the "Act"), requires posting of written public notice and notice to the press and media
representatives. The Commission complied with these requirements; Mr. Ball submits no
evidence to the contrary. The Act also encourages electronic notification, a practice which the
Commission routinely follows, and which it followed in this case, via an email list subscription
service. As prior participants in Commission proceedings, Mr. Ball and Ms. Geddes are
undoubtedly aware of this service, yet both failed to avail themselves of its benefits in these
dockets. We therefore conclude notice was adequate and proper in all respects.
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take notice of the information developed at the various technical conferences and to admit the
application and written testimony filed by Questar Gas. Each technical conference held in
Docket No. 04-057-09 was duly noticed and open to the public. Extensive testimony admitted
into the record documents the agenda, presentations, and discussion undertaken at each technical
conference. Copies of these presentations were provided as attachments to the Questar Gas
application and have been a matter of public record available for review and comment since the
application's filing on January 31, 2005. The specific agenda and content of each technical
conference was spelled out in great detail within the body of the application. Despite the
passage of nearly nine months between the application's filing and hearing on the Stipulation, no
party or person challenged the veracity of the application's statement of facts regarding the
conduct and content of the technical conferences, nor did any party challenge the authenticity or
substantive content of the attachments to the application. Under these circumstances, and absent
objection from any party to these proceedings, it is appropriate that we take administrative notice
of this information.18
Finally, Mr. Ball argues the pre-filed testimony admitted into evidence at the
request of the Parties was not subject to cross-examination. He is incorrect. This testimony was
admitted only after all parties were given the opportunity in open hearing to object to its
admission, as is routine Commission practice. No one objected and no one chose to conduct any

While we take such notice, we base our findings and conclusions contained herein upon a thorough examination of
the entire evidentiary record in these dockets and conclude that, absent any reliance on the noticed material, the
overwhelming weight of evidence admitted in these proceedings, including testimony on the Stipulation, pre-filed
testimony, and the facts asserted in the application, support both our conclusion that Questar Gas has acted prudently
in evaluating and choosing among the available alternatives and our approval of the Stipulation.
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asked a number of questions of the Parties at hearing regarding the substance of this testimony.
This testimony is signed and sworn and was properly admitted.
B. Prudence of Decision to Use C0 2 Removal Plant Operation
In considering the prudence of Questar Gas's decision to use the C0 2 Removal
Plant to manage the heat content of its gas supplies since February 1, 2005, we must consider the
facts and conditions as they existed at that time. Our prior finding that the Company failed to
demonstrate prudence in its decision to contract for construction and operation of the C0 2
Removal Plant during the 1997 and 1998 time frame is relevant only to the extent the same
conditions present in 1997 and 1998 continue to be present. Based on the evidence presented in
these dockets, it is apparent these conditions have changed.
We were critical in our 2004 Order of the lack of documentation in the
Company's decision-making process in 1997 and 1998. We determined that the introduction of
coal bed methane into the Company's system could have been the result of Questar Pipeline
taking advantage of a business opportunity to transport the gas and that the Company's analysis
of possible solutions appeared to be influenced by affiliate considerations. We were troubled by
the fact that the contract for operation of the C0 2 Removal Plant was given to an unregulated
affiliate of Questar Gas. Finally, we concluded that the Company should have anticipated the
safety issue earlier than it did, which may have allowed more time to address the issue and
pursue other alternatives, such as keeping coal bed methane off of Questar Pipeline's system
through action by Questar Gas at the FERC.
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customers have benefitted from the shipment of coal bed methane by Questar Pipeline and that
coal bed methane has become an important component of Questar Gas's gas supplies. Since
2002, coal bed methane has accounted for a significant portion (up to 40 percent) of the
Company's annual gas supply purchases, compared to less than 5 percent only a few years
earlier.
This increasing presence of coal bed methane on the Questar Pipeline system
results from the expansion of the interstate natural gas pipeline grid to transport new coal bed
methane from wells throughout the Rocky Mountain region. As this expansion continues, it is
very likely that additional coal bed methane will enter Questar Pipeline's system, and thus
Questar Gas's system. Therefore, while we previously questioned the initial presence of coal
bed methane on the Questar Pipeline system, such questioning is no longer relevant to today's
circumstances. The amount of coal bed methane on the interstate pipeline system is increasing
and represents an increasingly important source of gas to meet growing customer demand as
traditional gas supplies decline.
The record also establishes that having the C0 2 Removal Plant owned and
operated by Questar Transportation does not result in any prejudice to Questar Gas or its
customers. The costs incurred by Questar Gas are the same as if the plant were owned and
operated by Questar Gas. The provisions in the Stipulation that permit recovery of only 90% of
non-fuel costs, limit fuel costs to 360,000 Dth/year, require the sharing of third-party processing
revenues in excess of $400,000 per year, and prohibit recovery of costs for additional C0 2
Removal plant facilities assure that the interests of Questar Gas's customers are given priority in
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management costs incurred prior to February 1, 2005 (the $29 million previously refunded by
order of the Commission and the $15 million foregone for the period January 1, 2003 through
January 31, 2005).
In addition, no Party believes it would be reasonable to pursue actions at the
FERC to attempt to keep coal bed methane off of Questar Pipeline. Indeed, it appears that
pursuing such actions would be detrimental to Questar Gas customers. Therefore, the fact that
Questar Gas did not pursue these potential actions prior to 1999, which gave rise to concerns
about affiliate conflicts in prior proceedings, does not give rise to the same concerns in the
current context.
Following issuance of our 2004 Order, Questar Gas, the Division, and the
Committee undertook a comprehensive investigation and analysis of the benefits and safety
concerns associated with the increasing volumes of coal bed methane on Questar Gas's system
and of the alternatives available to address those concerns. The series of six technical
conferences held in Docket No. 04-057-09 were a primary tool for the exchange of information
and ideas among participants, resulting in detailed analysis on a wide range of subjects. The first
five of these conferences provided a forum for discussion of such topics as the evolution of the
changing heat content of gas on the Questar Gas system, demonstration of unsafe appliance
operation when non-interchangeable gas is burned, set point, safety standards, changing FERC
regulations, cost recovery for management of heat content, possible FERC resolution of issues
related to Questar Pipeline's tariff and gas quality specifications, additional review of heatcontent specifications, a framework for analysis of alternatives for managing the heat content of
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alternatives, the Green Sticker Program, the positions of participants concerning the alternatives
previously discussed, the process for refining the remaining alternatives, and a time line for
decision. Throughout this process, the participants were encouraged to analyze each alternative
and to propose other potentially viable alternatives.
At the fifth technical conference, Questar Gas presented its three preferred
alternatives. No party presented a different alternative. The sixth technical conference provided
a more thorough analysis of the three preferred alternatives, employing safety, reliability and
implementation criteria as a basis for comparison. The participants evaluated the estimated cost
for each of the preferred alternatives over various time frames ranging from 4 to 15 years and
also considered the potential for affiliate conflicts and methods for mitigating any such conflicts.
This analysis showed that the costs of the C0 2 Removal Plant alternative or the precision
blending with the C0 2 Removal Plant as a backup alternative were approximately equal in the
near term, but that precision blending with C0 2 removal as a backup had slightly lower costs
over longer time periods. It also showed that the cost of precision blending with Kern River gas
supplies as a backup were significantly more expensive.
In addition to these technical conferences, the Division and Committee submitted
twenty-three sets of data requests totaling over 400 questions and producing nearly one thousand
pages of studies, analysis, and information related to evaluation of the alternatives presented.
The extensive analysis represented by these technical conferences and discovery
activities resulted in comprehensive and detailed oral and written testimony by Company,
Division, and Committee witnesses. Key within this testimony are the Parties' conclusions that
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Questar Gas system, that approaching FERC to attempt to preclude coal bed methane from the
Questar Gas system would not be a viable alternative, and that the affiliate interests which so
concerned us in prior dockets have been subordinated to the interests of Questar Gas customers.
While any activity involving a Questar Gas affiliate raises legitimate affiliate interest concerns, it
is clear that it is the continuing integration of the nation's natural gas pipeline system, not
affiliate interests, that is driving the increasing volumes of coal bed methane on the Questar
Pipeline and Questar Gas systems. It is equally clear that safety, efficiency, and cost
considerations, not affiliate interests, led Parties to conclude that operation of the C0 2 Removal
Plant is the preferred course of action during the stipulated transition period.
The Company conducted a transparent decision-making process open to the
public and subject to scrutiny by any interested person. Throughout the technical conference
process, Questar Gas repeatedly sought input from other parties on how to best address the
issues presented by the presence of coal bed methane going forward. No participant challenged
the conclusions Questar Gas presented as being prudent and in the best interest of customers, and
no participant suggested any alternative as more preferable.
Questar Gas clearly identified its objective to address the safety issue posed by
the presence of coal bed methane on its system. The Company identified alternatives to meet
this objective, employed reasonable methods and criteria in evaluating the alternatives, and
adequately recorded and documented its evaluation. The Company carefully considered
potential conflicts between affiliates and placed the interests of its customers before those of its
affiliates. This process satisfies the concerns outlined in our 2004 Order. We therefore conclude
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have known, could reasonably have acted the way Questar Gas has acted in choosing to use the
C0 2 Removal Plant since February 2005 and thereafter.
Coal bed methane is now an important part of the gas supply purchased by
Questar Gas for its customers. However, the use of this gas creates a significant safety risk for
customers who have not adjusted their appliances to properly burn this gas. Providing a
transition period for customers to have their appliances inspected and, if necessary, adjusted to
the range now specified in Questar Gas's tariff is reasonable both because of the uncontested
safety concerns and because customers need additional time to complete necessary inspections
and adjustments. Given the extensive investigation and analysis undertaken by Questar Gas, the
Division and the Committee to identify and compare alternatives for dealing with this risk, we
find that operation of the C02 Removal Plant in accordance with the terms of the Stipulation
provides a reasonable, reliable, cost-effective solution during the necessary transition period.
Based on the findings of fact in the foregoing sections of this Order, we conclude
that Questar Gas's use of the C0 2 Removal Plant from and after February 1, 2005 to manage the
heat content of its gas supplies is prudent and that the partial recovery of costs provided in the
Stipulation is reasonable and in the public interest.
C. Cost Allocation in Accordance with the Stipulation
Paragraph 9(g) of the Stipulation provides for a cost allocation between sales and
transportation customer classes consistent with the general allocation of non-gas revenue
requirement approved in Questar Gas's most recent general rate case, Docket No. 02-057-02.
This allocation will be adjusted in the future consistent with adjustments in future Questar Gas
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classes, including the allocation of some costs to industrial customers, is reasonable. All
customers have benefitted from the development and availability of coal bed methane near
Questar Gas's distribution area and should therefore share in the cost of ensuring this gas is safe
for use by all customers.
However, we disagree with Questar Gas's stated conclusion that the Stipulation's
cost allocation procedure produces only two rates, one each for sales and transportation
customers in the aggregate. This approach would charge all sales customers an identical rate for
C0 2 removal costs, regardless of their relative responsibility in driving those costs. We find a
more reasonable approach, consistent with the terms of paragraph 9(g), is to employ the cost
allocations in the referenced exhibit to calculate a schedule-specific gas management cost
recovery rate for each listed customer schedule based on anticipated volumes used within each
schedule. To accomplish this, we employ the rate calculated for schedule Fl as a proxy for
schedules F3 and F4 until such time as a new cost of service study has been completed. This
approach is consistent with our oft-stated goal of developing and refining cost-based rates to the
greatest extent possible. Viewed in this light, we find that the level of rate recovery provided in
the Stipulation for the Company's gas management activities is just and reasonable.
D. Approval of the Stipulation
The Parties to the Stipulation represent the interests of Questar Gas, the public
interest generally, and the specific interests of residential, small commercial, and agricultural
customers. The Division and Committee were assisted in their analyses not only by their staffs,
but by separate, retained consultants. The Parties were initially deeply divided in their views, as
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agreement on the Stipulation following extensive discovery, technical conferences, and armslength negotiations. Large customers were represented at public hearing and indicated support
for the Stipulation except for the very limited cost allocation concern addressed supra. We
therefore find the interests of all Questar Gas customers were adequately represented in these
proceedings and conclude the Stipulation fosters the policy of encouraging settlement of issues
before the Commission.
It is important to bear in mind that we are not being asked to approve rate
recovery of all gas management costs incurred by Questar Gas since January 2003. As part of
the compromise reached in the Stipulation, Questar Gas has agreed to forego recovery of such
costs amounting to approximately $15 million for the period January 1, 2003 through January
31, 2005. In fact, Questar Gas will not recover any gas management operations costs incurred
prior to February 1, 2005. Thereafter, the Company will recover only 90 percent of actual nonfuel costs, its fuel costs will be limited to 360,000 Dths per year, and customers will receive an
offset against these costs of 50 percent of any revenues Questar Transportation receives for
providing processing to third parties in excess of $400,000 per year. This opportunity for thirdparty revenue credits, coupled with the use of third-party fuel gas, makes operation of the C0 2
Removal Plant the least-cost alternative going forward. Customers are also protected from
incurring any costs for additions to the C0 2 Removal Plant related to third-party processing, and
the Company will assist low-income customers to have their appliances inspected and adjusted.
We therefore conclude that the rates resulting from the Stipulation are just and
reasonable and that approval of the Stipulation is in the public interest. However, as we have
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indicated in previous cases, said approval is not intended to alter any existing Commission
policy nor to establish any precedent by the Commission.
Wherefore, based upon the foregoing information, and for good cause appearing,
the Commission enters the following

VI. ORDER
NOW, THEREFORE, IT IS HEREBY ORDERED, that:
1.

The Gas Management Cost Stipulation is approved.

2.

Cost allocation to determine gas management cost recovery rates shall be

conducted on a schedule-specific basis as indicated supra.
3.

Questar Gas Company shall file appropriate tariff revisions based upon the

Stipulation and this Order. The Division shall review the tariff revisions for compliance with the
terms of the Stipulation and this Order.
This Report and Order constitutes final agency action in these dockets. Pursuant
to Utah Code Annotated §§ 63-46b-12 and 54-7-15, agency review or rehearing of this order
may be obtained by filing a request for review or rehearing with the Commission within 30 days
after the issuance of the order. Responses to a request for agency review or rehearing must be
filed within 15 days of the filing of the request for review or rehearing. If the Commission fails
to grant a request for review or rehearing within 20 days after the filing of a request for review or
rehearing, it is deemed denied. Judicial review of the Commission's final agency action may be
obtained by filing a Petition for Review with the Utah Supreme Court within 30 days after final
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Annotated §§ 63-46b-14, 63-46b-16 and the Utah Rules of Appellate Procedure.
DATED at Salt Lake City, Utah, this 6th day of January, 2006.
/s/ Ric Campbell Chairman
/s/ Ted Bover. Commissioner
/s/ Ron Allen. Commissioner
Attest:
I si Julie Orchard
Commission Secretary
G#47054 Docket No
G#47119 Docket No
G#47120 Docket No
G#4712l Docket No
G#47122 Docket No

04-057-04
04-057-11
04-057-13
04-057-09
05-057-01
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-43APPENDIX: GAS MANAGEMENT COST STIPULATION
BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH
Application of Questar Gas Company to
)
Adjust Rates for Natural Gas Service in Utah )

Docket No. 04-057-04

Application of Questar Gas Company
to Adjust Rates for Natural Gas Service
in Utah

)
)
)

Docket No. 04-057-11

Application of Questar Gas Company
for a Continuation of Previously
Authorized Rates and Charges Pursuant to its
Purchased Gas Adjustment Clause

)
)
)
)

Docket No. 04-057-13

In the Matter of the Investigation
of Questar Gas Company's Gas Quality

)
)

Docket No. 04-057-09

Application of Questar Gas Company for
Recovery of Gas Management Costs in its
191 Gas Cost Balancing Account

)
)
)

Docket No. 05-057-01
GAS MANAGEMENT
COST STIPULATION

Pursuant to Utah Code Ann. § 54-7-1 (2000) and Utah Administrative Code R746-10010.F.5 (2005), Questar Gas Company (Questar Gas), the Division of Public Utilities (Division), and
the Committee of Consumer Services (Committee) (collectively, Parties) submit this Stipulation in
final resolution and settlement of Questar Gas' application for rate recovery of certain costs incurred
in managing the heat content of its gas supplies.
PROCEDURAL HISTORY AND BACKGROUND
1.

On August 30,2004, the Commission issued its Order in Docket Nos. 98-057-12,99-

057-20, 01-057-14, and 03-057-05 implementing a Utah Supreme Court decision that reversed a
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Questar Gas a portion of the recovery of C02-removal costs incurred in managing the heat content
of its gas supplies from June 1999 to May 31, 2004.l On September 16, 2004, Questar Gas filed a
petition for reconsideration or clarification of certain issues related to the Commission's Order,
including clarification of the time period over which Questar Gas could pursue recovery of gas heatcontent management costs in other or future proceedings. The Commission clarified in its Order
on Request for Reconsideration or Clarification that:
The Order addressed only Questar's failure to substantiate
approval of the C0 2 Stipulation in these proceedings and our
necessary rejection of the Stipulation, which would have permitted
recovery of some processing costs through May of 2004. Our
reference to the May 2004 end date was dictated by the Stipulation's
terms and was not intended to have any other preclusive effect on
recovery by Questar. In regards to Questar's requests for
clarification and reconsideration, we state that our Order does not
preclude Questar from seeking recovery of C0 2 processing costs in
other dockets. ... We will need to wait for Questar to make whatever
arguments and present whatever evidence it deems appropriate in
seeking recovery of these costs, whether incurred pre- or post-May
2004, in whatever dockets Questar may raise the issue.2
2.

On September 8,2004, the Commission opened Docket No. 04-057-09, In the Matter

of the Investigation of Questar Gas Company's Gas Quality, "to set dates for technical conferences
to discuss the long-term solution to Questar Gas Company's gas quality."3 A series of six formal
technical conferences were subsequently held during the months of October 2004 through January
1

Committee of Consumer Services v. Public Service Comm 'n, 2003 UT 29, 75 P.3d 481, reversing in part, Report
and Order, In the Matter of the Application of Questar Gas Company for a General Increase in Rates and Charges,
Docket No. 99-057-20 (Utah PSC Aug. 11, 2000).
2

Order on Request for Reconsideration or Clarification, Docket Nos. 98-057-12, 99-057-20, 01-057-14 and 03-05705 (Oct. 20, 2004) at 4-5.
3

See Notice of Scheduling Conference, In the Matter of Investigation of Questar Gas Company's Gas Quality,
Docket No. 04-057-09 (Sept. 8, 2004).
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Company, the Division, the Committee, and other interested parties. The topics of these conferences
included: (1) the changing heat content of gas on the Questar Gas system; (2) the potential for
Federal Energy Regulatory Commission (FERC) resolution of issues related to Questar Pipeline's
tariff and gas quality specifications; (3) possible alternatives to address the changing heat content
of natural gas; (4) the Green Sticker Program; (5) parties' positions on possible alternatives; and
(6) an in-depth overview of the three preferred alternatives for managing heat content.
3.

On January 31, 2005, Questar Gas applied to the Commission for inclusion of its

costs to manage the heat content of gas required to assure safe gas supplies for its customers in its
191 Gas Balancing Account (191 Account) on a going-forward basis. However, Questar Gas
reserved the right to seek cost recovery for its gas heat-content management costs back to the
earliest date permitted by law. This application was assigned Docket No. 05-057-01.
4.

On March 1, 2005, the Commission conducted a scheduling conference at which

Questar Gas, the Division, the Committee, intervenors and interested persons discussed scheduling
issues in the above dockets, and determined filing and hearing dates for Commission consideration
of the issues. The Commission subsequently issued a Scheduling Order in these dockets.
5.

Pursuant to the Scheduling Order, Questar Gas filed its direct testimony on April 15,

2005. The testimony filed by the Company to support its request for cost recovery included
testimony from: (1) Charles Benson, a mechanical engineer specializing in combustion theory, and
Larry Conti, Questar Gas, General Manager of Operations and Gas Control, who explained that there
is a safety concern with the change in the gas supplies; (2) Mr. Conti and Barrie McKay, Questar
Gas, Manager, State Regulatory Affairs, who explained the various alternatives to manage Questar
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(3) Mr. Conti and Bob Lamarre, a petroleum and exploration geologist, who explained that the
evolution and changes in gas supplies were beyond both the Company's and its affiliates' control
and that coal-bed methane supplies were a proven new source of available natural gas; (4) Mr. Conti
and Mr. McKay, who explained that going to the FERC to prevent coal-bed methane from coming
on Questar Gas' system is an action that all parties agree is not viable; and (5) Al J. Walker, Questar
Gas, Manager Gas Supply, and Robert Reid, Ph.D, an economist, who explained that the
development of large quantities of coal-bed methane geographically near Questar Gas' system has,
in fact, saved customers millions of dollars.4
6.

In response to Questar Gas' January 31, 2005 application, the Division and the

Committee began the process of inquiry and clarification to determine whether they would support
or oppose Questar Gas' renewed effort to obtain rate recovery of costs related to the Company's
management of its gas supplies. To that end, the Division and Committee retained separate outside
consultants to review the Company's claims that the decisions resulting in the costs at issue were
prudent and incurred in response to a safety risk to customers.
7.

Subsequent to the filing of the Company's direct testimony, numerous technical

meetings were held with Company, Division and Committee representatives and their consultants
to further review and discuss concerns raised by the Committee and Division regarding, among other
things, recent changes to the configuration of Questar Pipeline's southern system, additional
alternatives, conflicting affiliate interests, and the prudence and timeliness of Company management

4

The Parties request that the Commission take administrative notice of the information presented in the technical
conferences in Docket No. 04-057-09 and admit and incorporate the facts asserted in Questar Gas' application and
written testimony filed in these dockets into the record in support of this Stipulation.
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Division and the Committee, the Company advised the Division and Committee it had determined
that, with physical modifications to the C0 2 Removal Plant and operational cooperation from third
parties, the C0 2 Removal Plant could provide processing to third parties on an increased basis over
what had occurred in the past. The potential for increased third party processing results in the
possibility of lower processing costs to Questar Gas' customers. Operating the plant year round and
providing processing service to third parties, accordingly, became the preferred alternative because
of potential benefits to the utility's customers stemmingfromrevenue sharing and fuel cost savings.
TERMS AND CONDITIONS OF STIPULATION
8.

The Parties agree that Questar Gas is legally obligated to provide safe and reliable

gas service to its customers and to: "maintain the heating value established in [its].. tariffs and [to]
... regulate the chemical composition and specific gravity of the gas so as to maintain satisfactory
combustion in customers' appliances without repeated adjustment of the burners "5 The Parties
further agree that Questar Gas must currently manage its gas supply within a narrower range than
provided in its Utah Tariff to allow customers a transition period in which their appliances can be
inspected and, if necessary adjusted for the different composition of gas that Questar Gas will
manage once that transition period is over. Following the extensive analysis, review and discussions
that were described above, and without waiver or acceptance of the claims, testimony or objections
of any Party, the Company, Division, and Committee have agreed to compromise and settle their
differences with respect to the Company's application for rate recovery in these proceedings and
enter into this Stipulation. The Parties agree that the entry of this Stipulation is in the public interest,
5

Utah Administrative Code R746-320-2.B.2 (2005)
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agree that the continued operation of the C0 2 Removal Plant, with cost recovery as set forth below,
is a reasonable means of accomplishing the necessary heat-content management.
9.

The Parties agree that Questar Gas should be granted cost recovery as provided

(a)

Past Costs. If this Stipulation is approved in a final order and Questar Gas actually

below:

receives the recovery contemplated in paragraph 9(c), Questar Gas will not seek recovery of
approximately $ 15 million of past gas-management costs incurred from January 1, 2003 through
January 31, 2005.6
(b)

Cost Recovery beginning February 1.2005. Rate recovery shall be allowed for costs

incurred after January 31,2005, pursuant to the terms of this Stipulation. The Parties agree that nonfuel costs incurred by Questar Gas to manage the heat content of gas supplies using the C0 2
Removal Plant, with available blending by Questar Pipeline, are approximately $4 million annually.
Non-fuel costs are defined as all costs billed to Questar Gas from Questar Transportation Services
(i.e., labor, overheads, materials, supplies, taxes other than income, power, return, depreciation,
etc.), the owner and operator of the C0 2 Removal Plant, except fuel gas costs. Questar Gas shall
recover in rates, 90% of the actual non-fuel costs as defined in this Stipulation. The fuel needed
to operate the C0 2 Removal Plant for Questar Gas will be provided in-kind by Questar Gas and will
be passed through to customers on a dollar for dollar basis in the 191 Account. Cost recovery will
be for the longer of three (3) years or the date in 2008 when Questar Gas' original 10-year transition
period is scheduled to end as described in earlier proceedings, but in no event longer than operation
6

See n.2 supra.
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extension of recovery would be contingent upon a Commission Order to extend the deadline for the
10-year transition period. The Parties agree to work together to present recommendations to the
Commission about the ultimate duration of the transition period. The Parties agree that any
extension of the transition period shall be presented to the Commission upon the same terms and
conditions as provided in this Stipulation.
(c)

Fuel Gas Charges.
(i) Questar Gas Fuel. Questar Gas' rate recovery for any fuel charges at the C0 2

Removal Plant for gas processing services performed for Questar Gas will be for the lesser of
360,000 Dth/year or the actual fuel gas used.
(ii) Third Party Fuel. All fuel provided by third parties for processing at the C0 2
Removal Plant will be used to help keep fuel charges in the 191 Account at or below 360,000
Dths/year. Limiting 191 Account rate recovery for fuel charges at the C0 2 Removal Plant to the
lesser of 360,000Dth/year or the actual fuel gas used results in an estimated fuel cost savings benefit
to the utility's customers of about $1 million per year.
(d)

Third-Party Revenues. The Parties agree that if Questar Transportation Services

should contract with a third-party to process gas at the C0 2 Removal Plant, Questar Transportation
Services will be allowed to keep 100% of the revenues credited to its account from such third-party
processing up to $400,000 annually. Revenue received by Questar Transportation Services for thirdparty processing at the C0 2 Removal Plant that exceeds $400,000 annually will be credited 50% to
Questar Transportation Services and 50% to Questar Gas; and any such credit to Questar Gas will
be recorded in the 191 Account as an offset to costs recoverable from customers.
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Additional Plant Facilities. The Parties agree that the costs of any additional C0 2

Removal Plant facilities or pipeline facilities required by Questar Gas or third parties to remove C0 2
from the gas supplies will not be borne by Questar Gas' customers.
(f)

HEAT Customers. The Parties agree that Questar Gas will take all commercially

reasonable measures to inform low-income customers who qualify for Home Energy Assistance
Target (HEAT) of the necessity to have their appliances inspected and, if necessary, adjusted for the
change in gas supply. Questar Gas agrees to provide free furnace inspection and adjustment
services, and to waive additional rate recovery of its costs to provide such services, for up to 2000
HEAT or other qualifying customers per year, in addition to the approximately 1000 customers
whose appliances are inspected and/or adjusted by Weatherization of Utah annually, for each full
year this Stipulation is in effect.
(g)

Allocation of Gas Management Costs. The Parties agree that the costs associated

with the C0 2 Removal Plant as provided for in this Stipulation will be allocated between sales and
transportation customer classes using the non-gas revenue requirement as identified in Questar Gas
Company's Barrie L. McKay - Rate Design - Exhibit 1, lines 1 and 2, in Docket No. 02-057-02.
If the Commission, in a general rate case, changes the allocation of the final revenue requirement
between the sales and transportation classes as provided in this Stipulation, then the new class
allocation will be used.
10.

All negotiations related to this Stipulation are privileged and confidential and no

party shall be bound by any position asserted in negotiations. Neither the execution of this
Stipulation nor the order adopting this Stipulation shall be deemed to constitute an acknowledgment
by any party of the validity or invalidity of any principle or practice of ratemaking, or the basis of
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Stipulation; nor shall they be introduced or used as evidence for any other purpose in a future
proceeding by any Party to this Stipulation except a proceeding to enforce the approval or terms of
this Stipulation. The Parties believe that this Stipulation is in the public interest and that the rates,
terms and conditions it provides for are just and reasonable.
11.

The Parties each agree to present testimony of one or more witnesses to explain and

support this Stipulation. Such witnesses will be available for examination. No Party to this
Stipulation may present testimony in opposition to this Stipulation.
12.

This Stipulation shall remain in effect from the date of the Commission's order

approving the Stipulation until the date of a superseding Commission order.
13.

The Parties agree that if any other party, entity or individual challenges the approval

of this Stipulation, requests rehearing of any approval of the Stipulation or appeals the approval of
this Stipulation, each Party will use its best efforts to support the terms and conditions of the
Stipulation at the Commission and/or at the applicable appellate court.
14.

In the event the Commission rejects any or all of this Stipulation, or imposes any

additional material conditions on approval of this Stipulation, or in the event the Commission's
approval of this Stipulation is rejected or conditioned in whole or in part by an appellate court,
each Party reserves the right, upon written notice to the Commission and the other Parties to this
proceeding delivered no later than five (5) business days after the issuance date of the applicable
Commission or court order, to withdraw from this Stipulation. Prior to that election, the Parties
agree to meet and discuss the Commission's order or court's decision. In the event that no new
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each Party shall be entitled to undertake any steps it deems appropriate.
DATED:

October 11, 2005.

(§L

Id

C. Scott Brown
Colleen Larkin Bell

Michael Ginsberg
Assistant Attorney General
Patricia E. Schmid
Assistant Attorney General

Gregory B. Monson
David L. Elmont
Stoel Rives LLP

Attorneys for Utah Division of Public Utilities

Attorneys for Questar Gas Company
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Reed T. Warnick
Assistant Attorney General
Attorney for Utah Committee of Consumer Services
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DOCKET NO. 91-057-09
FTNAL STANDARDS AND
GUIDELINES FOR INTEGRATED
RESOURCE PLANNING FOR
MOUNTAIN FUEL SUPPLY

ISSUED:

September 26. 1994

By the Commission:
The Commission's

interest in promoting an integrated

resource planning process for regulated utilities is ongoing.

The

process is expected to evolve over time and thus will be revisited
periodically-

The Commission will require Mountain Fuel Supply

(MFS or Company) to pursue the least-cost alternative for the
provision of natural gas energy services to its present and future
ratepayers that is consistent with safe and reliable service, the
fiscal requirements of a financially healthy utility, and the longrun public interest.

This alternative should be identified in an

Integrated Resource Plan (IRP).

The Commission believes that the

following Standards and Guidelines for IRP will help MFS obtain
this least-cost goal.
PROCEDURAL HISTORY
In

Docket

No.

89-057-15,

MFS•s

gas

planning

and

purchasing polices were examined and the Commission ordered MFS to
develop an IRP.
30, 1991.

The Company's first IRP was submitted on September

On December 16, 1991, the Commission issued an order on

Draft Standards and Guidelines for Integrated Resource Planning for
Mountain

Fuel

Supply

Company.

Interested

parties

submitted

comments and recommendations for change on February 21, 1992.

On

DOCKET NO. 91-057-09
-2-

October 14, 1992, the Company submitted an updated IRP, and on
September 27, 1993, submitted its second IRP.

Several public

meetings were held to allow the Company to explain the results of
the IRP effort.

On February 25, 1994, the Commission issued a

memorandum that summarized
Guidelines

and

comments.

preliminary

conclusions

about

these

The memo requested additional comments and suggestions

for change.
Company,

reached

the parties' comments on the Draft

Submittals were received on March 15, 1994, from the

the Division

of Public Utilities

Committee of Consumer Services (Committee),

(Division) and the
This Order now sets

forth the final Standards and Guidelines for Integrated Resource
Planning for MFS,
STATEMENT OF OBJECTIVE AND PURPOSE
Standards and guidelines are intended to insure that the
Company's present and future customers are provided natural gas
energy

services

at

the

lowest

cost

consistent

with

safe and

reliable service, the fiscal requirements of a financially healthy
utility and

the long-run public

Commission desires

interest.

To this end, the

a regulatory environment that encourages MFS to

actively pursue its IRP as part of the Company1s business strategy.
Mountain Fuel's position in the corporate structure of the Questar
Companies, however, must not constrain, in a manner adverse to the
interests
objective.

of

ratepayers,

the

pursuit

of

the

cost-minimizing
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In comments filed with the Commission, MFS objected to
the language used by the Commission concerning affiliate relations
and requested that it be stricken.

The Company argued that the

Commission appears to presume that any affiliate transaction is
biased and against the customers' best interests.

The Company

maintained that the IRP model does not know the corporate origin of
gas supply contracts and selects the appropriate contract based on
anticipated costs, physical and contractual constraints and impact
on existing obligations.
The Commission, in past proceedings, has articulated its
concern about Mountain Fuel's relations with affiliates and the
possible constraints that such relations may place on MFS' s gas
acquisition and planning process.
concern of this Commission.

Affiliate relations remain a

We do not presume that affiliate

transactions are biased and not in the customers' best interests.
However, the Commission puts the Company on notice that with regard
to

cost

recovery

of

MFS f s

expenditures,

customers' interests as primary.
subordinated
options

that

we

will

benefit

MFS r s

Such interests shall not be

to those of corporate affiliates.
potentially

view

MFS's

All planning

ratepayers

shall

be

investigated, whether or not they benefit subsidiaries of the
Questar Corporation.
PRELIMINARY DECISIONS ON THRESHOLD/PROCEDURAL ISSUES
Several preliminary or threshold issues were identified
in the draft order.

These issues elicited the majority of comments
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from the parties.

A discussion of our position on each of the

identified issues follows below.
1.

The Commission has the legal authority to promulgate
Standards

and

fsm

Guidelines

Integrated

Resource

Planning,
The 1992 National Energy Policy Act requires States
to consider new regulatory standards that would: require
utilities
allow

to undertake

energy

integrated

efficiency programs

resource planning;
to be at

least as

profitable as new energy supply options and encourage
improvements
Commission

in the supply

held

policies are

hearings

has

the

and

determined

that

This
state

currently in concert with the intent of the

federal legislation.
it

system efficiency.

The Commission has concluded that

statutory

authority

to

promulgate

IRP

standards and guidelines for the utilities under its
jurisdiction via

§54-1-10, §54-4-1, §54-4-4 and §54-3-1

of the Utah Code.

For a more complete explanation of our

authority

see our September

3,

1991 Order on Draft

Standards and Guidelines in Docket No. 90-2035-01.

No

party

to

has

disputed

the

Commission's

authority

establish such guidelines.
2.

Information Exchange is the most reasonable method for
developing and implementincr Integrated Resource Planning
in Utah.
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The Commission envisions an informal collaborative
IRP process that allows a free exchange of information
among all interested parties during the planning process.
For example, this approach requires that parties discuss
the model and its relevant inputs as part of the planning
process.

The Commission does not find acceptable an

approach where the Company performs the IRP analysis in
isolation and then presents and documents

the final

results.
The
facilitate

Company
this

stated

that

it

has

information-exchange

attempted

process

to

to
the

extent reasonably possible, as exemplified by the public
meetings held since the issuance of the Commission's
draft IRP guidelines.

No meetings were held, however,

between the October 14, 1992 interim update and the
Company's September 27, 1993 IRP submittal.

To increase

the level of public participation, the Commission issued
a Scheduling Notice on June 2, 1994 establishing a public
meeting schedule for the next IRP filing.
The Division agreed with the information-exchange
process but cautioned that issues may arise that would
necessitate a prudence review.
formal process for resolution.
aid formal prudence reviews.

This would require a more
The IRP process should

The Committee also embraced

the information-exchange approach to IRP and recommended
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that

a

more

formal

technical

advisory

group

be

established to provide critical input at various planning
stages.
In its comments, the Company proposed

that the

information-exchange process be adopted in a manner that
better suits the gas industry's operational intensive
nature and protects its confidential market-sensitive gas
purchase agreements.

The Company also requested that its

annual operating plan span a May through April

time

period and that the IRP submittal date be changed from
September 30th to April 30th.
Company

to use the most current

contract prices and conditions.
that

This would allow the

most gas supply

information

on gas

The Company maintained

contracts are signed

in early

summer.
The Commission finds that the Company!s requested
planning period with a submittal date on April 3 0th will
produce better gas acquisition strategies because it more
closely corresponds to the contract negotiation period
and thus would present more current information.

The

Commission agrees with the Division's proposition that
certain issues that arise during the IRP process might
require formal resolution.

The Commission will determine

the merit of more formal hearings on a case-by-case
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The Committee1s recommendation for a technical

basis.

advisory group is discussed in a following section.
3-

Prurience Reviews of resource acquisitions will occur
luring ratemaking proceedings.
The Company agreed with the Commission's position
that gas acquisition decisions should be judged on the
basis of information available at the time such decisions
are made.

Such information will obviously include the

IRP itself-

However, the Company expressed concern that

the informal and cooperative exchange of
during

information

the review process could be used against the

Company

in

recommended

litigated

proceedings.

that

Company

the

The

file

Committee

monthly

reports

documenting differences between planned and actual gas
supply options selected to meet demand, thus providing a
reasonable method to gauge the prudence of the Company!s
gas acquisitions.
The Commission has stated in previous IRP orders
that

prudence

Acknowledgement

will

be

of

the

judged

in

rate

proceedings.

IRP means

only

that

an

IRP

appeared to be a reasonable course of action at the time
it was submitted.

As the IRP one-year action plan is

being implemented, market conditions, weather and other
conditions may change.
respond

appropriately

The Company

to such changes

is expected

to

to insure the
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provision of low cost natural gas energy service while
meeting the condition of reliability and safety.

In

order to better monitor actual gas acquisitions, the
Company will file with the Commission quarterly reports
which describe its actual purchases and compare them with
planned purchases.
4.

The IRP process will be open to the public in all of its

stages of development,
The Company expressed concern that its bargaining
position might be compromised during the IRP process.
Analyses that detail the value of particular resources to
the

Company

can

give

potential

gas

competitive advantage when bargaining
terms of gas supplies.
for

gas

customers.
establish

resources

marketers

a

for prices and

This could result in higher costs

and

thus

higher

rates

to

core

The Committee recommended that the Commission
a

technical

representatives

of

advisory

the

Utah

group,
(and

comprised

perhaps

of

Wyoming)

public/regulatory agencies in order to provide critical
comments and information at important points during the
IRP process.
The

Commission

is

concerned

about

bargaining power which is detrimental

any

loss of

to MFS's core

customers and acknowledges that a more competitive market
for

gas

supplies

might

require

some

protection

of
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information
process.

divulged

by

the

Company

during

the

IRP

The IRP process should not allow marketers and

competitors to obtain information that compromises the
Company's bargaining position.

However, the Commission

desires that the Company's planning process be as open as
possible.

The Commission will address the issue of the

dissemination of competitively sensitive information on
a case-by-case basis and will restrict access to such
information when appropriate.
that

the

Committee's

The Commission believes

recommendation

to

establish

a

technical advisory group is an appropriate way to insure
public involvement. It may also be the vehicle by which
market-sensitive
Therefore,

we

information

direct

the

can

Division

be
to

protected.
establish

an

advisory committee to insure that there is public review
of these competitively sensitive inputs into the model.

5.

Environmental Externalities must be considered in the

planning process.
Environmental

externalities

arise

when

society

incurs uncompensated damages, i.e., external costs, that
result from the production or consumption of some product
or activity, such as the use of natural gas.
state

environmental

internalize

these

regulations

"external

are

costs"

Federal and

attempting

through

to

emission
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These

regulations have forced industry to accept the financial
responsibility for environmental costs formerly borne
only by society. Future environmental regulations may
continue this process of internalization.
acquire

resources with high external

forced

to

pay

costs

that

environmental regulations.

result

Utilities that
costs

could be

from

stricter

The question is who should

bear the risk of these potential costs, ratepayers or
stockholders?

In order to circumvent these potential

costs, strategies should be analyzed to
risk.

mitigate this

Although, it is generally recognized that: for gas

utilities

(unlike

electric

utilities)

there

are not

significant differences in emissions among supply-side
alternatives, incorporating external costs could affect
the balance between gas supply and demand-side resources.
The

Company

recommended

that

a

task

force

be

established to investigate environmental externalities,
demand-side resources and the determination of avoided
costs

and

determine

whether

included in the IRP process.

such

issues

should

be

The Commission through

these guidelines directs that such analyses should be
part of the IRP process.

Only a thorough investigation

of these issues within the IRP process can determine the
extent that consideration of environmental externalities
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and demand-side resources affect resource acquisitions
and strategies.
how

What is needed is the capacity to show

reasonable

estimates

of

environmental

costs may

affect the choice of resources.
1RP must evaluate supply-side and demand-aide resources
on a consistent and comparable basis.
Previous

IRPs

have

resources adequately.

not

evaluated

demand-side

The cost of saving a therm of gas

must be compared to the cost of producing and delivering
an

additional

mechanism

therm.

The

process^ provides

a

in which to evaluate both supply-side and

demand-side resources.
total

IRP

Each should be compared on a

resource cost basis; that

is, the

total cost

incurred by the utility and the ratepayer to acquire a
particular

resource.

The

comparing

demand-side

resources

is difficult.

Commission

resources

is aware

with

that

supply-side

The two are dissimilar

in

dispatchability, reliability and risks associated with
environmental
acquisition

externalities.

and

ratemaking

However, for planning,
purposes,

decision-making

should be consistent and comparable while acknowledging
the differences between the resources.
The IRP will be used to help calculate avoided gas costs.
In order to provide an objective cost-effectiveness
measure

for demand-side

resources, the costs of gas
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avoided

through

conservation

measures must be calculated.

and

energy

Although

efficiency

there

is no

commonly accepted method for calculating avoided gas
costs

for

a

natural

appropriate vehicle

gas

utility,

the

IRP

is

to develop such a method.

the
The

Commission instructs the Division to work within the
public IRP process to develop a method for determining
such costs.

The determination of avoided gas costs

should be consistent with the Company's IRP,
Coordination with other regulatory agencies is important
but the IRP should meet the needs of the Utah ratepayer.
Though MFS is regulated by the Utah, Wyoming and
FERC jurisdictions, this Commission's first concern is
for the Utah ratepayer.

Nonetheless, we want to insure

consistency of regulatory treatment across jurisdictions
as it affects system planning and operations whenever
possible.

Questar Corporation's strategic planning should noL
unduly influence the development or implementation of
MFS'S IRP,
MFS's planning and acquisition policies, as well as,
its investigation of supply and transmission options
should not be inhibited by the consideration of affiliate
financial interests,

MFS has the responsibility to put
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its ratepayers' interests

first in the planning and

implementation of its IRP.
GUIDELINES
1.

Definition.
Integrated resource planning for Mountain Fuel is a
planning

process

in

which

all

known

resources

are

evaluated on a consistent and comparable basis, in order
to meet current and future natural gas energy service
needs at the lowest total resource cost to MFS and its
ratepayers, and in a manner consistent with the long-run
public

interest.

The process

should

result

in the

selection of the optimal set of resources given the
expected combination of costs, risk and uncertainty.
2.

The Company will submit its IRP biennially and will
provide an annual update of its operating plan.
The Company submitted an update of its September 27,
1993 IRP on June 8, 1994. On April 30, 1995, the Company
will

submit a new IRP that includes an analysis of

demand-side resources. An update of the 1995 IRP will be
submitted

the

following

April,

thus

restarting

the

biennial cycle.
3.

The

Integrated

Resource

Elan

Mill

t>£ developed

in

consultation with the Commission, its staff, the Division
of Public Utilities, the Committee of Consumer Services,

appropriate Utah 5?tate agencies and other interested
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parties that obtain Commission approval to intervene.
Mountain Fuel will provide ample opportunity for public
participation during the development of its Plan.

Public

meetings and consultation with regulatory bodies will
take place on a regular basis during the year preceding

tke_aubmittal of the plan.
In its comments, the Company recommends a specific
time line for public input into the IRP process.

This

includes two meetings prior to its submittal of the IRP,
one in January to review procedures and methods and
another in March to review specific modeling assumptions
and inputs.

Soon after its submittal at the end of

April, the Company suggests that a third public meeting
be held to review final results*

Acknowledgement would

take place in May.
The Commission finds that the Company1 s recommended
public meeting schedule is inadequate.

It is essential

that public and regulatory involvement take place, at
regular

intervals,

Company's

IRP.

important

given

regulatory review.
that

the parties

prior
Such

the

to

the

involvement
contemplated

submittal
is
time

of

the

particularly
period

for

Such an expedited process requires
have

a

full

understanding

of

the

procedures and methods used by the model as well as its
specific assumptions and inputs.

Two meetings prior to

DOCKET NQ. 91-057-09
-15-

the submission of the IRP will not achieve such an
understanding.

Therefore, the Commission will require at

least quarterly public meetings for the years preceding
the April submittal of the IRP, with a tentative meeting
schedule published in the preceding IRP.
4.

MFS's future integrated resource plan will include:
a.

A description of the Plan's objectives and goals.

b.

A range of estimates or forecasts of load growth,
which include firm customer peak-day requirements,
winter season requirements and annual requirements.

c.

A range of weather conditions and their attendant
gas supply strategies to meet such conditions.

d.

An analysis of how various economic and demographic
factors, including the prices of natural gas and
alternative

energy

sources,

will

affect

the

consumption of energy services, and how changes in
the number, type and efficiency of end-uses will
affect future loads*
e.

An evaluation of all present and future resources,
including future market opportunities (both demandside

and

supply-side) ,

comparable basis.

on

a

consistent

and

This includes but is not limited

to:
(1)

An

assessment

of

all

technically

feasible

improvements in the efficient use of natural
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gas,

including

load

management

and

conservation,
(2)

An

assessment

of

all

technically

feasible

delivery and gas supply options including but
not

limited

to:

WexPro

gas,

new

gas

development and production by MFS, independent
producer contracts, on both a short-and longterm basis, pipeline sales to the extent they
still

offer

purchases.

such

service, and

spot

market

In addition, contract and Company-

owned storage service, 5-cent waiver supplies,
peak shaving alternatives, and other possible
options

will

be

explored.

A

vairiety

of

transportation alternatives will be considered
including

firm and interruptible contracts,

tapping other pipelines such as Kern River,
and any other transportation options that are
available.
f.

An analysis of system capability and constraints
including: the transmission

system,

the

storage

reservoirs and the distribution system.
g.

A planning horizon that can appropriately model
long-term

Company-owned

production

as

well

as

energy conservation and efficiency measures, and an
IRP model meeting these requirements-
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An

analysis

of

how

changes

in

the

regulatory

environment may affect resource options available
to MFS.
A one-year action plan, plus a second one-year plan
in the off-year, outlining the specific resource
decisions
Resource

necessary
Plan

m

to implement

a manner

the

Integrated

consistent

with

the

Company's strategic business plan.
Load forecasts integrated with resource options in
a manner which rationalizes the choice of resources
under

a

variety

of

economic

and

weather

circumstances.
An

evaluation

of

the cost-effectiveness

of

the

resource options from a variety of perspectives.
For

demand-side

construct

the

resources,
total

the

resource

Company

cost

test,

will
the

ratepayer impact test, the utility cost test and
the

participant

cost

test

as

defined

by

the

California Standard Practice Manual.
An evaluation of the risks associated with various
resource options and how the one-year action plan
addresses these risks in the context of both the
Company Business Plan and the
Plan.

Integrated Resource
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m.

Considerations
planning

permitting

process

advantage

of

so

that

opportunities

flexibility
the

Company

and

in

the

can

take

can prevent

the

premature foreclosure of options,
n.

An analysis of tradeoffs; for example, between such
conditions

of

service

as

reliability

and

the

acquisition of lowest cost resources.
o.

A

range,

rather

quantification,

of

than

attempts

estimated

at

external

precise
costs, in

order to show how explicit consideration of such
costs might affect the selection of resources.
5.

MFS will submit ita IRP for public comment, review and

acknowledgement,
The public, state agencies and other
parties will have the opportunity
adequacy

of

the

Plan

to

the

interested

to comment on the

Commission.

Outside

expertise might be required to evaluate the Company's
IRP;

if needed

the Commission

will

so order.

The

Commission will review the Plan for adherence to the
standards and guidelines stated herein (and as may be
hereafter

modified) , and will

received from the public.

respond

to

comments

If the Plan needs further

work, the Commission will notify the Company accordingly.
This process should lead more quickly to the Commission1 s
acknowledgement

of an acceptable

Integrated

Resource
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Plan.

Formal hearings and acknowledgement of the IRP may

be appropriate.

"Acknowledgement" of the Plan means the

Commission deems the planning process and the Plan itself
reasonable at the time the Plan is presented.
6.

Acknowledgement of an acceptable Plan will not guarantee
favorable

ratemaking

treatment

cj; future

resource

acquisitions.
Ratemaking treatment of future resource acquisitions
will be assessed by the Commission through a rate case or
pass-through proceeding.

Strict conformance to the Plan

does not relieve the Company of its burden of proof to
show that its expenditures are prudent.

The Commission's

evaluation

based

of

prudence

will

be

on

the

reasonableness of the Company's decision-making process
given the information available at the time the decision
is made.

The Plan will provide one basis for assessing

the Company's decision-making process.
7.

The Integrated Resource Plan will be used in rate and
pass-through cases to evaluate the performance of the
utility.
The IRP will be used by the Commission to evaluate
the Company's requests for recovery of gas costs in passthrough proceedings as well as recovery of non-gas costs
in general rate cases.
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DATED

at

Salt

Lake

City,

Utah,

this

26th

day

September, 1994.

Stephen^F.
</F. Me cham, Chairman
Chai}

^^i^ ^

(S*%'r<T ~~

Ja6les M. Byrne, Commissioner

stephe*n C. Hewlett, Commissioner
Attest:

Jiiiie Orchard
Commission Secretary
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Clarks of the accuracy of the professional
advice and continued to advise the Clarks to
appeal the assessment of liability. The
Clarks relied on these representations and
appealed the assessment with the IRS Appeals Office. When this appeal was denied,
again, relying on Calder's superior knowledge and advice, the Clarks pursued their
appeal of right to the United States Tax
Court as per the ninety-day letter. In June
1994, the Tax Court issued its opinion reducing the amount of the IRS's original assessment. Accordingly, the court entered its
final judgment on September 16, 1994.
1130 After reviewing the allegations in the
complaint, and in light of the above-mentioned considerations, we conclude that the
hardship imposed on the Clarks by a ^ m i s s al of their cause of action outweighs any
harm to Deloitte. Given that the Clarks
claimed to have acted on a good-faith belief
in Calder's representations, pursuant to the
fiduciary relationship between an accountant
and a client, they were justified in following
defendants' advice to pursue an appeal and
their case should be tried on the merits.18
See Glus, 359 U.S. at 235, 79 S.Ct. 760. By
pursuing all their administrative appeals, the
Clarks preserved the essential evidence in
this case. Thus, the general policy regarding
stale claims is not applicable. In addition,
the Clarks mitigated their damages by obtaining a reduction of the original $262,298
assessment by the IRS to the $129,443 final
judgment entered by the Tax Court in September 1994.
H 31 Finally, we note that this action is in
essence a claim for indemnification. Had the
IRS sued the Clarks to collect the tax liability assessed in the thirty-day letter, the
Clarks would have been able to commence a
third-party action against Deloitte under rule
14 of the Utah Rules of Civil Procedure. See
Utah R. Civ. P. 14(a). Under those circumstances, Deloitte would not have been entitled to a statute of limitation defense because
only after the Tax Court's final decision
would the cause of action for indemnification
accrue. Seey e.g., Wandrey v. McCarthy, 804
18. Of course, whether die Clarks acted reasonably under the circumstances and whether die
defendants' i epresentations weie intentional or

Icafion to recover carbon dioxide (CO2) reF.Supp. 1384, 1386-57 (D. Kansas 1992)*
pmoval costs under the gas balancing account
Also, if the Clarks had received erroneous}.!
|2i91 in the Uniform System of Accounts. The
advice from a tax attorney, as opposed to anrS
accountant, their claim for malpractice wouldJj I J I J Supreme Court, Howe, C.J., held that: (1) the
illf^gas balancing account is not tied to the passnot have accrued until the Tax Court's final||
H t through statute which permits a utility to use
decision. See Pizel v. Zuspann, 247 Kan. 54,.;
J rates for reimbursement of certain identified
795 P.2d 42, 56 (1990); Amfac
Distribution^
t jftiel or energy costs without having to pursue
Corp v. Miller, 138 Ariz. 152, 673 P.2d 792,-~
l i f e a lengthy general rate proceeding; (2) rather,
793 (1983).
fj$,the account is a separate rate-changing
E: mechanism through which the PSC can set
CONCLUSION
, -£|
% rates that are just, reasonable, and sufficient;
1132 We hold that a cause of action for^f
"*] and (3) the PSC was required to consider the
accountant malpractice does not accrue until^
!'application according to the balancing acthe entry of the final judgment of the United^!
\ count procedures.
States Tax Court when plaintiffs continue^

just, reasonable, and sufficient U C.A.I953,
54-7-12(3)(d) (Repealed); 18 C.F.R. P a r t 201,
Account 1 et seq.; Utah Admin. Code R746320-7.

reasonably to rely on accountants' advice in--J
pursuing administrative review and appeal's!
of right. Accordingly, the Clarks' cause ofM
action was timely and the trial court erred iirlf
granting Deloitte's motion to dismiss. Wei
reverse and remand.

5. Gas «=»14.3(3)
The authority of the Public Service
Commission (PSC) to permit interim rate
changes which are necessary because of unexpected increases in certain specific types of
costs can by used pursuant to the gas balancing account 191 in the Uniform System of
Accounts. U.CA.1953, 54-4-1; 18 C.F.R.
Part 201, Account 1 et seq : Utah Admin.
Code R746-320-7.

133 Chief Justice HOWE, Justice
DURRANT, Justice WILKINS, and Judge ,
HALLIDAY concur in Justice DURHAM'S ? '|
opinion.
H 34 Having disqualified himself, Associate*!
Chief Justice RUSSON did not participate $*
herein. Judge BRUCE K. HALLIDAY
from Seventh District Court sat.
O

I KEY NUMBER SYSTEM >

Set aside and remanded.
1. Gas <s=>14.3(3)
The gas balancing account 191 in the
§£ Uniform System of Accounts intended by the
| § Public Service Commission (PSC) not merely
| | | as an accounting tool, but was created as a
more efficient interim rate-changing mechanism for recovering certain gas costs. 18
!t ? C.F.R. Part 201, Account 1 et seq.; Utah
Admin. Code R746-320-7.
2. Gas «»14.3(3)
The operation of the gas balancing account 191 of the Uniform System of Accounts
adopted by the Public Service Commission
(PSC) was intended to replace more frequent
rate relief requests by allowing the utility to
record in and recover through the account
certain costs on a dollar-for-dollar basis without having to go through a lengthy ratemaking process. 18 C.F.R. Part 201, Account 1 et seq.; Utah Admin. Code R746320-7.

jjf
^
'HgJ

2001 U T 9 3

QUESTAR GAS COMPANY, P e t i t i o n e r , ^

jpf

v.
UTAH PUBLIC SERVICE
COMMISSION,
Respondent.
No. 20000076.
Supreme Court of Utah.
Oct. 23, 2001.
Gas utility sought review of Public S e r ^
vice Commission (PSC) order denying appli--q
negligent are questions of fact. See Berenda, 914-^
P 2d at 54
"*

r

3 . Gas e=*14.3(30
! s The gas balancing account 191 in the
^Uniform System of Accounts and the attend% ^ n t procedures is not tied to and need not be
"j used only in conjunction with the passf.through statute which permits a utility to use
f rates for reimbursement of certain identified
^ fuel or energy costs without having to pursue
f a lengthy general 'rate proceeding; rather,
I fte account is a separate rate-changing
H mechanism through which the Public Service
|& Commission (PSC) can set rates that are

4. Public Utilities @=>145.1
The power of the Public Sendee Commission (PSC) to fix rates and establish accounting procedures is not unlimited; rather,
the Commission has authority to set rates
only in general rate proceedings and has
limited authority to peimit interim rate
changes which are necessar} because of unexpected increases in certain specific types of
costs. U.C.A.1953, 54-4-1

6. Gas ®=*14.3(3)
An application for approval under the
gas balancing account 191 in the Uniform
System of Accounts should result m just and
reasonable rates, if it conforms to the applicable procedures and contains the appropriate costs and revenues as described in the
utility's tariff. U.C.A. 1953, 54-1-4 (Repealed); 18 C.FR. Part 201, Account 1 et
seq.; Utah Admin. Code R746-320-7.
7. Gas <s> 14.4(7)
Gas utility's application to include carbon dioxide (C0 2 ) removal costs in the gas
balancing account 191 in the Uniform System
of Accounts had to be considered by the
Public Service Commission (PSC) according
to the balancing account procedures. 18
C.F.R. Part 201, Account 1 et seq.; Utah
Admin. Code R746-320-7.
8. Gas <®=14.3(4)
The Public Service Commission (PSC)
had a prior practice of enabling gas utility to
recover specified costs through the gas balancing account 191 procedure as those costs
were outlined in the tariff, and, thus, the

Commission's refusal to allow recovery of
specified costs needed to be justified by giving facts and reasons that demonstrated a
fair and rational basis for the inconsistency.
U.C.A. 1953, 63-46b-16(4)(h)(iii); 18 C.F.R.
Part 201, Account 1 et seq.; Utah Admin.
Code R746-320-7.

Gary G. Sackett, Jonathan M. Duke,
Charles E. Greenhawt, Salt Lake City, for
petitioner.
Mark L. Shurtleff, Att'y Gen., Michael
Ginsberg, Douglas C. Tingey, Asst. Att'ys
Gen., Sander J. Mooy, Salt Lake City, for
respondent
INTRODUCTION
HOWE, Chief Justice:
HI Questar Gas Company ("Questar" or
"the company") seeks review of the report
and order issued by the Public Service Commission in docket, number 98-057-12, denying Questar's application for (1) approval of
an affiliate contract and (2) recovery through
the company's 191 gas cost balancing account
of gas processing costs incurred pursuant to
that contract.

BACKGROUND
f 2 During the mid to late 1990s, the heat
value (measured in "Btu"s or "British thermal units") of natural gas entering the southern portion of Questar's distribution system
began to decline. This decline created a
significant safety hazard to the company's
customers because natural gas appliances in
homes and businesses can be operated safely
only with gas containing a limited range of

per-volume Btu values.1 The decline in Bttil
values was caused by an increase in '
amount of carbon dioxide ("C02") in the j
being delivered to the southern point o§
Questar's system, which was mixing with thej
other gas in its system.
1 3 Questar met with the Public Servicj
Commission ("Commission"), the Utah Divi^
sion of Public Utilities ("Division"), and
Utah Committee of Consumer Servicel
("Committee") in January 1998 to explaiifi
this hazard and to explore ways to prevent ifi
Subsequent to the meeting, Questar conti
ued to explore solutions to the problem,
decided that the quickest, surest, safest,
most economically efficient action was to ]
move enough C0 2 from the gas stream
bring it within safe heat value ranges beforej
it entered the Company's system.
114 Questar entered into a contract with!
one of its affiliates to provide the removal!
services, which required the construction ancfl
operation of a processing plant.2 In Novem^
ber 1998, Questar filed an application witjij
the Commission for approval of the contract _3f
and for authorization to include the costs'l
incurred pursuant to it in the Company's^
account 813, which in turn is included in thef
Company's account 191 of the Uniform Sys-!
tern of Accounts,3 or gas balancing account.4:!!
115 The Division and the Committee' op^l
posed the application, and on December 3 |
1999, the Commission denied it ("December.3|1
order"), concluding that Questar had not pro^g
duced sufficient evidence to show the con^J||
tract was prudent and that the costs could!
not be recovered through account 191 :be»||
cause they were not eligible for treatment^
under the "pass-through" statute, section 54«|J|
7-12(3)(d) of the Utah Code.5 The Cornniis-||
• <•'•

1. When the heat level of the gas delivered to
these appliances drops below a certain Btu content, incomplete combustion and flame "lift off'
produce higher levels of carbon monoxide, as
well as appliance inefficiencies.
2.

3.

The contract provided for "cost-of-service pricing," which means the supplier provides goods
and services at cost, Including direct expenses,
depreciation of assets, and a rate of return on the
value of the assets.
The Commission.has adopted the Uniform System of Accounts as set out in 18 C.F.R. § 201

(2001) as its uniform accounting system.
Utah Admin. Code R746-320-7 (1999).

•-£>.

See
-r.^M

4. Account 191 is a balancing account through"1^
which gas utilities in Utah can recover gas c6st£^|
direcdy. We include a more detailed description?!
of the account in the forthcoming analysis.
:

'm

5. This section is so called because it authorizes a.£
utility to seek reimbursement through utility.'-j
rates of certain identified fuel or energy costs<L
without having to pursue a lengthy general ratej<|
proceeding. Instead, this statute allows these^

Cite as 34 PJd 218 (Utah 2001)

jbitf concluded the costs were not eligible for
R l e a t m e n t under this statute. It held instead
Bflftat-the Company would have to seek relief
SiiL-a7 general rate proceeding 6 or in an abbreviated proceeding as outlined in Utah De~
^tiaftment
of Business Regulation v. Public
^Service Commission, 614,P.2d 1242 (Utah
^S$S0) ("Wage case").
P*5c1f'6:Questar seeks review of the December
b o r d e r , arguing that the Commission erred
jJ:jn''Tefusing recovery of the C 0 2 processing
Scusts through account 191 because the Comlihisslon mistakenly tied account 191 to the
Ipfjass-through statute. Questar agrees that
IPfhe'-' GOo costs do not qualify for treatment
fejmojer the pass-through statute, but mainj|fiaiiis'that they are still recoverable through
1§£ procedures specific to account 191. It argues
ll^tinat account 191 is net tied to the pass^vthrough statute* but is instead a separate
Krae'chanism—with its own' procedures—used
ipW^facilitate the transfer of certain unexpect• • ed -"costs on a dollar-for-dollar basis from the
i s utility to its customer.7
ANALYSIS
:

''-fl In reviewing whether the Commission
HJ"correctly denied recovery of the Company's
1^(202 processing costs through account 191,
Hl-wW must determine (1) whether, as the Comgfejjmission urges, account 191 is simply an ac| g donating tool to implement the results of a
£r ,,costs to be "passed through" directly to ratepay*""• -"'"ere. See Utah Code Ann. § 54-7-12(3)<d) (1994).
^ 6 .

statutory pass-through proceeding, or whether the account is a separate mechanism.to
change rates with its own set of procedures;
and (2) if the latter, whether the Commission
improperly refused to follow those procedures in reviewing Questar's application.
I. ACCOUNT 191
A.

Creation and Purpose

H 8 The gas balancing account was approved by the Commission in the final report
and order of No. 78-057-13 ("order" or
"April 3 order"), and the language of this
order describes its purpose and effect. In
response to increasingly volatile fuel costs
and a request by Mountain Fuel Company,
the Commission created the account in 1979
"in order to pass through to consumers the
legitimate costs of purchased gas and royalty
costs" without incurring the time and expense of filing frequent rate change applications. Utah Pub. Serv. Comm'n, Rep. and
Order, No. 78-057-13, at 4 (April 3, 1979).
[1-3] 19 A straightforward reading of
the April 3 order reveals that the Commission did not intend for the balancing account
to be "merely an accounting tool, but created it as a more efficient interim rate-changing mechanism for recovering certain' gas
costs.8 The operation of the account was
found that it was impossible to make a determination because the record was insufficient and
could not be created. See id. We are left then to
answer only the question of the procedure Questar should have followed to recover processing
costs incurred between June 1999 and August
2000.

A general rate proceeding is the Commission's
"primary mechanism for setting utility rates prospectively. In lengthy hearings, the Commission
*Mz-i-.'considers various factors, including the utility's
j!«g'."fhistbrical income, cost and revenue data, and
|||P. predictions of future costs and revenues, to ar""'":> rive at a just and reasonable rate. See Utah
•wDep't of Bus. Regulation v. Pub. Serv. Comm'n,
•rr-720 P.2d 420, 420 (1986) ("EBA case").

8. The Commission made the following findings
and conclusions regarding the account in its
order:

7,; Questar filed a general rate case, number 99^v.,057-20, immediately following the December 3
" order. The Commission issued its final decision
i | i ,ir5n. diat case on August1 11, 2000 ("August 11
" .order"), accepting a stipulation between Questar
_ k'and ^ e Divis' 011 t o allow a 68 percent recovery
« 5 0 ..for processing cos.ts beginning August II, 2000.
"p£j * ; m accepting this stipulation, die Commission
,:k
*' found that Questar's response to the CO2 safety
.problem was reasonable and "yielded the required result." In re Questar Gas Co., 203
MM?:U.R.4th 356, Z0QQ WL 1451221 (Utah Pub.
Serv. Comm'n 2000). However, the Commission

Under its current accounting practices, [the
utility] must apply to this Commission for individual rate relief each time that- it experiences
an increase in the direct costs of acquiring
natural gas supplies.... [The balancing account] would be used for die-purpose of accounting for differences between actual gas
costs incurred and the gas costs actually recovered through the utility's rates in effect
An annual adjustment to rates to reflect the
residual balance in the 191 Account, providing
either a refund or a surcharge to customers'
bills over the ensuing year, together with a

Cite as 34 P 3d 218 (Utah 2001)

intended to replace more frequent rate rehef
requests by allowing the utility to record in
and recover through the account certain
costs 9 on a dollar for-dollar basis without
having to go through a lengthy rate making
process This order anticipates that "rate
changes [will be] made under [the account
balance] pioposal" and that such changes will
be made pursuant to procedures that comply
with statutory and regulatory requirements
Utah Pub Serv Comm'n, Rep and Order,
No 78-057-13, at 5 However, the order does
not tie the account to the pass through stat
ute, but merely states that the proceduie to
be followed would be "similar to that used in
the current pass-through procedui e " Id.
1110 The Commission contends that this
account has been used only in conjunction
with and to implement rate changes made in
a proceeding held puisuant to section 54-712(3)(d), the pass thiough statute Thus after finding that the C0 2 processing costs
were not eligible for treatment under that
section, the Commission concluded that
Questar could not recover its costs through
account 191 However, as we have just noted, the Commission, in the April 3 order, did
not tie the balancing account to section 54-712(3)(d), but approved its creation to make
late changes pursuant to procedures that
comply with statutory and regulatory requirements, some of which are "similar to
[those] used in the current pass through proceduie" Id.
regular six mondi adjustment to the base rate
in a manner similar to that used in. the current
pass through procedure will provide a mecha
nism to carry out an accurate matching of gas
costs with the costs collected in rates
Any unusual circumstance or one time oc
currence that would result in a serious interim
mismatching of costs with rates before regular
ly scheduled adjustments are to take place
could be dealt with on an ad hoc basis by
which eidier the Company or d\e Commission
on Us own motion could propose adjustments
to rates in addition to the regular six month
adjustments
Any rate changes made under [this] pro
posal would be made only after a procedure
that fully complies widi existing statutory re
quirements and the Rules and Regulations of
die Commission
[Approval of the balancing account proposal]
constitutes a fair and equitable method for
allowing [a utility] to recover in an accurate
way the direct costs of its natural gas supplies

111 In addition to the Commission'slnteojjjj
as outlined in the April 3 order, the Con
sion's approval of the use of account 191 f0I
purposes other than those authorized in sel||
tion 54-7-12(3)(d) shows that the account c
be and has been used apart from section 5 ^
7-12(3)(d) proceedings In 1981, the Con||
mission appioved a stipulation betwei
Mountain Fuel Supply Company, Wexprc
Company, the Division, the Committee,,
the staff of the Wyoming Public Ser^
Commission ("Wexpro agieement") thatjf
lowed Mountain Fuel to recover certain cosl
through account 191 that did not qualifyJg|
treatment under the pass through statu^
The Commission's approval of this stipulates!
is evidence that it has allowed the use^
account 191 pioceduies for costs and revi
nues that did not qualify for pass-througj
treatment 1 0 Thus we hold that the g a s ^
ancmg account 191 and its attendant pr|
dures need not be used only in conjunct!!
with section 54-7-12(3)(d) Instead it J S |
sepaiate i ate changing mechanism thrqifj
which the Commission can set rates t h a t j
just, reasonable, and sufficient

r to fix rates and establish accounting
Id. at 424 n 4, see also Utah
fe'ten
§ 54-4-1 (2000) We recognize
is power is not unlimited, and as we
iin the EBA case, the Commission has
inty to set rates "only in general rate
ideedings
[and has] limited authority
to ^permit interim rate changes which aie
j^egsary because of unexpected increases in
-^an^specific types of costs ' 720 P £d 420
"'"""*. We have held that this limited aupjity can be used pursuant to the fuel cost
Jats-through legislation, see id., and m an
"jgjfgviated rate case, see Utah Dep t of Bus
^Mion
v Pub Serv Comm 614 P 2 d
[-(Utah 1980) We add the 191 balancing
JSeEount mechanism to the list today, noting
.that any rate established by the Commission
one of these proceedings must be just,
i, and sufficient Utah Code Ann
(2000)

[4,5] H 12 We presume, as we didJ
Utah Department of Business Regulation^.
Public Service Commission, 720 P 2 d J
(Utah 1986), a case involving a similar tyge?
account used by Utah Power and Light^ thi
the Commission implemented this f a | |
changing mechanism under its "ample gefi

ance or one-tune occurrence that
•^^d'result m a serious interim mismatch
g*rof costs with rates before regularly
duled adjustments aie to take place
I be dealt with on an ad hoc basis " Utah
i »Serv Comm'n, Rep and Order, No 7857jp-at5
t&rf£,3As evidenced by the Commission's
Tiptices and orders, it has allowed Questar to
jise this account 191 mechanism to manage
^jbcpected gas costs and revenues thiough
^efonds or surcharges to customers' bills
_e Commission has either appioved or de
ed the company's yearly apphcations con-uiing a report of its use of account 191
ja^owrng an informal proceeding wherein the

Utah Pub Serv Comm n Rep and Order.J
78-057-13 at 3-6
9

The costs that can be recorded in and i
ered through the gas balancing account i
corded in the utility s tariff
{-«

10 The Commission contends that the applicant
of account 191 in the Wexpro agreement is\'a
tinguishable because it was in die context ofj
Company s overall operations
in circui
stances where it could consider the comply
operations of the Company
However wheBH
die use of account 191m the Wexpro case wasJB
the context of overall operations is not g e n B | L ,
to die issue of wheuier die account can be u | ^
apart from the pass through statute The J
remains diat it was used outside the statutes
this circumstance because it resulted in a j
that was just and reasonable and m die pu]
interest There is no reason the same re^s
could not he in this case

B
Procedure
-| 1& The April 3 older anticipates an annu
.peview of the balance of the account as
'W5kb a regulai six month adjustment re1afiir r rt also anticipates that "[a]ny unusual

C,Jt is not clear from these orders whedier the
Commission has reviewed these yearly applica
^ras according to procedures set forth in the
~^s through statute Aldiough die Commission
eclares in these orders mat it reviews die appli
.canons pursuant to section 54-7-12 it does not
-lfy jSubsection 3(d) However it is clear
^the Wexpro agreement diat the Commission
I^Uowed die use of account 191 to pass on
r i a n d revenues in proceedings not related to
etaop 54-7-12(3)(d)

Commission has determined that resulting
rates are "just, reasonable and cost justified"
and wheie their approval is ' m the public
interest"
See eg,
Utah Pub
Serv
Comm'n, Rep and Order, No 00-059-01
(June 26, 2000), Utah Pub Serv Comm n,
Rep and Older, No 99-059-01 (April 27,
1999), Utah Pub Serv Commn Rep and
Order, No 98-059-01 (Octobei 5, 1998),
Utah Pub Serv Commn, Rep and Older
No 93-059-01 (July 2,1993; u
[6] U 15 The Commission contends that it
is unable to determine a ju^t and reasonable
rate b^ considering only the factoi s included
m Questar s C0 2 application However, the
company's tariff describes which costs and
revenues (including the accounts to which
they aie assigned) are to be included in the
formula that determines the monthly accrual
rate for account 191 n The Commission de
termrned in the Apnl 3 order that the balanc
mg account complied with the laws of Utah
and its own rules and regulations and that
the 191 mechanism "constitutes a fan and
equitable method for allowing [the utditj] to
recover in an accurate way the direct costs of
its natural gas supplies" Utah Pub Serv
Comm'n, Rep and Order, No 78-057-13, at
6 We presume that the Commission, in ap
proving the company's tariff, considered
whether it would result in a just and reasonable rate and was m the pubhc interest
Thus, an application for balancing account
approval that conforms to the above-described procedures and contams the appro
pnate costs and revenues as described in the
company's tariff should result m just and
reasonable l ates
11
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[7] 1116 We have concluded that the bal
ancing account was created as a rate-chang
12 This mondilv rate is shown in die following
formula
Cost of Gas—(Commodity Cost Rate
x total Utah Sales Volume)—(die sum for all
Rate Classes of each Rate Class s Supplier N o n Gas Cost Rate x die sales Volume for diat Rate
Class)
The tariff dien lists which accounts are
included in each category of the formula
Ac
count 813 is listed in die Cost of Gas cateeorv
and is thus correcdy included in account 191

&&*
ing mechanism with attendant procedures
designed to ensure just and reasonable rates;
we have also determined that it is not tied to
the pass-through statute. We now turn to
the question of whether the Commission was
required to consider Questar's balancing account application according to the balancing
account procedures. We hold that it was!
U 17 Section 63~46b-16 of the Utah, Code
authorizes this court to grant a petitioning
party relief from ah'agency decision when
the agency action is "contrary to the agency's
prior practice, unless the agency justifies the
inconsistency by giving facts and reasons
that demonstrate a fair and rational basis for
the inconsistency." Utah Code Ann. § 6346b-16(4)(h)(iii) (1997).
[8] \ 18 As we have just stated,, the. Comr
mission created a procedure to enable utilities to recover increased fuel costs in the gas
balancing account. Also, as we just noted, it
has been the custom of the Commission to
allow utilities, including Questar, to recover
those costs through that procedure. In fact,
according to Questar's tariff, Questar is required to record specified gas costs in its
balancing account, account 191, which by definition is a rate-changing mechanism.13
Thus, we conclude it has been the Commission's "prior practice" to enable Questar to
recover specified costs through the balancing
account procedure (as discussed above) as
those costs are outlined in Questar's tariff.
Because it has been the Commission's prior
practice to enable Questar to recover gas
costs through this procedure, the Commission's refusal to do so must be "justifiefdl by
giving facts and reasons that demonstrate a
fair and rational basis for the inconsistency."
Id.
% 19 The reason the Commission gave for
refusing recovery of the C0 2 processing costs
through the balancing account procedure was
its unwillingness to "modify 191 Account
pass-through proceedings to account for processing plant expenses." However, it is not
entirely clear from the Commission's order
13. This observation
is significant
because
"[cjourts have consistently held that tariffs have
the force of law." Mountain States Tel. & Tel.
Co. v. Atkin, Wright & Miles, Chtd.. 681 P.2d
1258, 1263 (Utah 1984); see also Shehi v. South-

S

how accounting for those expenses throuj
account 191 would require modification oftf
proceedings. The Commission gave no mcfe
cation that Questar's inclusion of the proceiF
ing costs in account 813 was improper;?-!
simply required Questar to "segregate" thtt
costs with no rational explanation for its de'et
sion. To the extent the Commission's ifeli
soning relies on a nexus between account l|ii
and the pass-through statute, we h a v e %
ready held that tie to be nonexistent, a
thus the reasoning fails.
1120 We therefore set aside the Coming
sion's report and order and remand the (
to the Commission for consideration of QUP<
tar's application in accordance with the j
cedures attendant to account 191 and in ^accordance with Questar's tariff. Again r
note that the company's tariff includesj
account 191 those costs properly, assigned^
account 813. We direct the Commission^
its account 191 review to render a decision/of.
the merits concerning the inclusion qfjjfr
CO2 processing costs in account 813 and.ifi'
whether those costs are recoverable throir
account 191. If the Commission determhf
the C0 2 costs were improperly assignee^
account 813 or denies the application for tsP
other reason, it shall provide a rational bag*
for its decision.

Cite as 34 P3d 225 (UtahApp. 2000)
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5&Iffinor was charged with lewdness, based
Jmasffibating in presence of another in
' ^ p i ^ n d offensive mariner: After a bench
^ % $ t r i e Eighth Juvenile Court, Vernal' Decent, Larry A. Steele, J.„ declined to
^Mbevminor's> conduct as masturbation but
Wic'ated the charge as true based on lewd
^fMSct. Minor appealed. The Court of Ap^jpIfDavis, J., held that: (1) lewdness stat.,jeWas-".hot' unconstitutionally vague, and (2)
nbr's. acts of grabbing-his crotch, shaking
~3ahd rubbing his hand over his crotch while
lotbed did not amount to "other acts or
egdness". sufficient to sustain adjudication of
Jpnguency based on the commission of a
Reversed.

H 21 Associate Chief Justice RUSSON, 4 ,
Justice DURHAM, Justice DURRANT,-atf
Justice WILKINS concur in Chief Justice f
HOWE's opinion.
v:,^-

O

| KIT NUMBER SYSTEM >

.»§

u

ru

western Bell Tel. Co., 382 F.2d 627, 6 2 9 / " p
(10th Cir.1967) ("A tariff . . . is more than arme
contract—'it is the Law.' " (citations omittef
Atkiri, Wright & Miles, Chtd. v. Mountain SlL
Tel. & Tel. Co., 709 P.2d 330, 334 (Utah 1985)1'

*':
iiminal Law $=>il44.l£(2.1)
ne Court of Appeals reviews the facts
J||je record in the light most favorable to
'^ejrdict.
^ruicn • ••
- . ...
-^Bnminal Law <S=»1134(3) . . ....
~|j£Wfaere the sole issue on appeal is the
'Ijjptruction of a statute, the Court of, Apifeals..applies a correction of error standard.
^Statutes <s=>188, 208
'^B(asic rules of statutory construction. de_^fd'tnat words be interpreted according to
^ t e i ^ l a i n meaning unless the context justi^aiclifferent interpretation.
iffift^dness <$=>! . .
. . ;
^ J p n o r ' s acts of grabbing • his crotch,
•^H&g'-it, and rubbing his hand over his
B S l S n while clothed did not amount to "mas-

turbation" within meaning of lewdness statute. U.C.A.1953, 76-9-702(l)(c).
See publication Words and Phrases
for other judicial constructions and definitions.
5. Constitutional Law <S=>258(5)
Lewdness "S^l
Provision of lewdness statute prohibiting
"any other act of lewdness" is not unconstitutionally vague; provision sufficiently describes the prohibited conduct. U.C.A.1953,
76~9-702(l)(e).
6. Statutes <5=»194
When a phrase within a statute is not
subject to a plain meaning the Court of Appeals resorts to the doctrine of "ejusdem
generis"; this doctrine provides that where
general words follow the enumeration of particular classes of things, the general words
will be construed as applying only to things
of the same general class as those enumerated.
See publication Words and Phrases
for other judicial constructions aiid definitions.• ;
,
a

7. "Lewdness <S=»1
To violate provision of lewdness statute
prohibiting "any other act of lewdness," defendant's conduct must rise to the level of
sexual intercourse or sodomy, exposing his
genitals, buttocks, anus, or his pubic area,
masturbating, or trespassory voyeurism.
U.C.A.1953, 76-9-702(l)(e).
8. Lewdness <&=sl
Minor's acts of grabbing his crotch,
shaking it, and rubbing his hand over his
crotch while clothed did not amount to "other
acts of lewdness" sufficient to sustain adjudication of delinquency based oh the.commission of a lewd act.- U.C.A.1953, 76-9702(l)(e).

Alan M. Williams, Vernal, for Appellant.
Jan Graham, Attorney General, and Karen
A. Klucznik, Assistant Attorney General, Salt
Lake City, for Appellee.- .
Before Judges GREENWOOD,
JACKSON, and DAVIS.
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Questar Gas Company for a General
Increase In Rates And Charges
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DOCKET NO. 99-057-20
REPORT AND ORDER

ISSUED: August 11. 2000
SYNOPSIS
The Commission increases Questar Gas Company's annual revenue requirement by $13,497,484. Of this
amount, an interim rate increase of $7,065,000, granted January 25, 2000, is currently reflected in rates.
Revenue requirement is based on an adjusted 1999 test year and an allowed rate of return on equity of
11 percent. The Commission also adopts a low-income weatherization proposal.

TABLE OF CONTENTS
APPEARANCES v
I. BACKGROUND AND PROCEDURAL HISTORY 1
II. ADJUSTED 1999 TEST YEAR REVENUE REQUIREMENT 3
A. COST OF CAPITAL 3
1. Capital Structure 3
2. Cost of Common Equity 5
B. UNDISPUTED ISSUES 12
1. WEXPRO Production Plant 13
2. Underground Storage 13
3. Banked Vacations 14
4. Sale of Company Property 14
5. Forecasted Revenues 14
6. Oak City Revenues 15

7. Labor Annualization 15
8. Phantom Stock 15
9. Uncontested Advertising 15
10. Olympic Contributions 15
11. Uncontested Dues & Donations 16
12. Jazz/Buzz/Grizz Tickets 16
13. Affiliate Rate of Return 16
14. Questar Energy Services 16
15. Credit Card Expense 17
16. Questar InfoCom Y2K 17
17. SCT Banner 17
18. Gathering 17
19. Other Expenses 18
C. UNCONTESTED ISSUES IN STIPULATION 18
1. Co-op Advertising 18
2. Professional Gas Cooking Advertising 18
3. Pacific Coast Gas Association Dues 19
4. REACH Program Payments 19
5. Business Development Activities 19
6. Out-Of-Period Expenses 19
7. Other Affiliate Charges 20
8. Golf & Skiing Expenses 20
9. Lobbying 20
10. State Income Tax 20
11. Other Revenue 21

12. Tariff Distribution Non-Gas Revenue 21
13. Equal Payment Plan 21
14. Prior Period Clearing Account Adjustment 21
15. Gross Receipts Tax 22
16. Miscellaneous Corrections 22
D. STIPULATION OF CERTAIN REVENUE REQUIREMENT ISSUES 22
1. Advertising/In-Flight Audios 23
2. Advertising/Smart Money 23
3. Advertising/Clean Air 23
4. Advertising/1999 Fact Sheet 23
5. Dues & Donations/American Gas Association 24
6. Dues & Donations/Homebuilders 24
7. Dues & Donations/Economic Development Corporation 24
8. Questar Corporation Incentive Compensation 24
9. Jazz/Buzz/Grizz Tickets 24
10. Company Store/Paragon Press 24
11. Lead-Lag Study Update 24
12. Prepaid Pension Plan 25
13. Gain On Sale Of Property 25
14. Contributions In Aid Of Construction 26
15. Questar Gas Incentive Compensation 26
16. Uncollectible Accounts 27
17. Distrigas Allocation Update 27
18. Gas Research Institute 27
19. Reserve Accrual 28

E. C 0 2 GAS PROCESSING COSTS 28
F. NON-REGULATED POSTAGE EXPENSE 36
G. LOW INCOME WEATHERIZATION PROPOSAL 42
H. IMPUTED INCOME TAX CALCULATION 43
I. SUMMARY 44
III. PRICING OF TARIFFED RATE SCHEDULES 44
A. COST OF SERVICE AND SPREAD OF REVENUE INCREASE 44
1. Bad Check Fees 44
2. Home Energy Evaluations 45
3. Separation of Firm Transportation Into Bypass and Non-Bypass Schedules 45
4. Allocation of C02 Gas Processing Costs 46
5. Spread of Increase in Revenue Requirement 48
B. DESIGN OF RATES 51
1. Customer Charge and Meter-Based Customer Charges 51
2. General Service Degree-Day Change 51
3. General Service Winter/Summer Rate Differential 52
4. Municipal Transportation (MT) Rate Design 53
5. Daily Gas Balancing Provisions 53
6. Transportation Administrative Charge 55
7. Western Electrochemical Company (WECCO) 57
IV. ORDER 58
DISSENT AND COMMENT OF CHAIRMAN STEPHEN F. MECHAM 60
LIST OF APPENDICES 62
APPENDIX 1. Summary of Adjusted Distribution Non-Gas Results of Operations ($000)
APPENDIX 2. Joint Stipulation on Revenue Requirement Issues

APPENDIX 3. C 0 2 Stipulation
APPENDIX 4. Allocation and Rate Design Stipulation

APPEARANCES:
Michael L. Ginsberg
Assistant Attorney General

For

Douglas C Tingey
Assistant Attorney General

"

Division of Public Utilities

Committee of Consumer Services

Gary Sackett.
Attorney at Law
Jones, Waldo, Holbrook
& McDonough

"

Questar Gas Company

Jonathan M. Duke
Charles E. Greenhawt
Attorneys at Law
Questar Regulated
Services Company

"

Gary A. Dodge
Attorney at Law
Parr, Waddoups, Brown,
Gee & Loveless

"

Large Customer Group

Robert Reeder
William J. Evans
Jared G. Parkinson
Attorneys at Law
Parsons, Behle & Latimer

"

Utah Industrial Gas Users

Questar Gas Company

Patricia E. Schmid
Attorney at Law
Williams

"

Kern River

Tony J. Rudman
Attorney at Law

"

Magnesium Corp. of America

Harold A. Ranquist
J. Craig Smith
Attorneys at Law
Nielsen & Senior

"

IMGA

Betsy Wolf

,f

Salt Lake Community Action Program,
and Crossroads Urban Center

I. BACKGROUND AND PROCEDURAL HISTORY
On December 16, 1999, Questar Gas Company ("QGC," "Questar Gas" or the "Company") filed an
Application to increase distribution non-gas revenues by $22,227,000 or 11.4 percent. Distribution nongas revenues recover about 40 percent of the Company's total costs; the remaining 60 percent is
recovered through the 191 Gas Cost Balancing Account by means of separate pass-through proceedings.
In Docket No. 98-057-12, the Company filed an Application on November 25, 1998, requesting
approval of a gas processing contract with Questar Transportation Services Company ("QTS"), a
subsidiary of Questar Pipeline Company ("QPC"), and for authorization to include in the 191 Gas Cost
Balancing Account approximately $7.5 million of gas processing costs incurred pursuant to the contract.
The Commission issued its Report and Order on December 3, 1999, ruling against pass-through
treatment of gas processing costs, and declining to rule on the prudence of the C 0 2 gas processing
contract. The Commission stated that request for approval of the contract and recovery of costs must be
considered either in a general rate case or an abbreviated proceeding as defined by the Utah Supreme
Court in Utah Dept. of Business Reg, v. Public Ser. Comm% 614 P.2d 1242 (Utah 1980).
On December 17, 1999, an Emergency Motion of Questar Gas Company for Interim Rate Relief was
submitted, requesting an interim increase in distribution non-gas revenues of $7,065,000, effective
January 1, 2000, an amount the Company claims is to recover the costs of obtaining gas (C0 2 )
processing treatment services necessary for customer safety. The Motion asserts a serious and on-going
financial loss from the Commission's refusal to permit pass-through recovery of these costs in Docket
No. 98-057-12. The Company asked the Commission to take official notice of the record in that Docket.
On January 4, 2000, a hearing was held to consider the Emergency Motion of Questar Gas Company for
Interim Rate Relief. On January 25, 2000, the Commission issued its Order granting an interim rate
increase of $7,065,000, effective January 1, 2000, spread on an equal percentage basis to all rate
schedules except the Municipal Transportation rate. Within each class, the increase was on a uniform
percentage basis to all distribution non-gas volumetric rate components.
On January 4, 2000, intervention was granted to Kern River Gas Transmission Company. On January
26, 2000, intervention was granted to Salt Lake Community Action Program ("SLCAP"), Crossroads
Urban Center ("CUC"), and Intermountain Municipal Gas Agency ("IMGA").
On February 14, 2000, the Committee of Consumer Services ("Committee") submitted its Petition for
Reconsideration Or Rehearing regarding the Commission's Order Granting an Interim Rate Increase.
The Committee argued that the interim increase was not legally proper, factually supported or in the
public interest, and the Commission should reconsider its decision, deny the interim rate increase
application and order Questar to refund all increased charges since January 1, 2000. On March 1, 2000,
a Motion to Strike and Response of Questar Gas Company to Petition for Reconsideration or Rehearing
of Committee of Consumer Services was submitted, requesting the Commission to deny the
Committee's Petition and reaffirm its January 25, 2000 Order Granting an Interim Rate Increase. The
Commission did not respond to either submission, and thereby affirmed its Order Granting an Interim
Increase.
On April 4, 2000, intervention was granted to the Large Customer Group (Alliant Aerospace Company,
Chemical Lime, Central Valley Water Reclamation District, Chevron Company, ConAgra Beef
Company, Cordant Technologies - Thiokol Propulsion, Geneva Steel, Hexcel Corporation,
Intermountain Health Care, Springville City, U. S. Gypsum, and Western Electrochemical Company,
"LCG"). On May 4, 2000, intervention was granted to Magnesium Corporation of America

("Magcorp"), and the Industrial Gas Users (Kennecott Utah Copper Corporation, BP Amoco, and
Westinghouse Electric Company LLC/Western Zirconium Plant, "IGU").
On May 23, 2000, the Motion of Questar Gas Company Requesting Commission's Official Notice of
Docket No. 98-057-12 Record was submitted. This motion was supported by the Division of Public
Utilities ("Division") and the Committee. The motion was granted.
On June 2, 2000, the Joint Stipulation of Revenue Requirement Issues, an agreement among the
Company, the Division, and the Committee on all but four revenue requirement issues, and the C 0 2
Stipulation, an agreement between the Company and the Division to include $5 million of gas
processing costs in revenue requirement, were submitted. On June 6, the Allocation and Rate Design
Stipulation, an agreement among the Company, the Division, the Large Customer Group and the
Industrial Gas Users on issues of C 0 2 cost recovery and allocation, daily balancing and firm
transportation rate design, was submitted.
The Company, the Division, the Committee, the Large Customer Group, MagCorp, Intermountain
Municipal Gas Agency, and the Salt Lake Community Action Program/Crossroads Urban Center filed
testimony in this proceeding. The Commission held hearings
June 5 - 8 , 2000. Public witnesses were heard June 7, 2000. On June 23, 2000, the Commission held a
hearing to further examine C 0 2 plant issues. On June 27, 2000, two late-filed exhibits were submitted
by the Company in response to questions of the Commission.
On June 30, 2000, the Company, the Division, the Committee, the Large Customer Group, MagCorp,
Intermountain Municipal Gas Agency, and the Salt Lake Community Action Program/Crossroads Urban
Center filed post-hearing briefs. On July 5, the Industrial Gas Users filed its post-hearing brief. Parties
filed reply briefs July 14, 2000.

II. ADJUSTED 1999 TEST YEAR REVENUE REQUIREMENT
A. COST OF CAPITAL
Using the actual capital structure reported by the Company consisting of 44.96 percent debt and 55.04
percent common equity, with a cost of debt of 8.38 percent and a Commission-determined cost of equity
of 11.0 percent, we conclude that a rate of return on investment of 9.82 percent is fair and reasonable.
1. Capital Structure
Questar Gas Company can raise capital in several ways, including issuance of common and preferred
stock, issuance of bonds and other debt instruments, and use of retained earnings. The Company, a
subsidiary of Questar Corporation, issues its own bonds secured by gas utility assets but does not issue
its own stock. As a wholly owned subsidiary of Questar Corporation, it has access to the Corporation's
equity capital.
In raising capital, management seeks to minimize capital costs while maintaining the financial integrity
of the Company. Financial stability and integrity are important for both stockholders and customers.
The cost of debt and equity depend in part on capital structure. The larger the equity ratio, the lower is

financial, or capital-structure, risk. As the firm's equity ratio increases, however, the overall cost of
capital rises because equity capital usually commands a higher return than debt. An optimal combination
of capital structure and capital costs exists that will minimize the overall cost of capital while
maintaining the Company's financial health.
Unlike the cost of debt, the cost of equity capital is not explicit but is competitively determined in the
financial markets as the return required to attract investment in the Company's stock.
The Company proposes to use the actual capital structure reported as of December 31, 1999. This shows
$225,000,000 in long-term bonds, with adjustments of $1,766,419 in unamortized debt expense and
$8,114,770 in unamortized loss on reacquired debt, for a total debt of $215,118,810. The equity portion
of the balance sheet shows a par value of $22,974,065 for common stock with associated premium of $
81,875,000 and unappropriated retained earnings of $158,842,596. Total proprietary capital is
$263,391,661. Debt is 44.96 percent of capital structure; equity, 55.04 percent.
The Company and the Division recommend use of the Company's reported actual capital structure to
determine overall cost of capital. The two parties provide little testimony on the appropriateness of this
capital structure but adjudge it reasonable. As evidence that a financially sound capital structure is
necessary, the Company cites the growing risks of competition in the industry. This testimony is not
specific to conditions influencing gas utility operations in Utah, however.
The Committee recommends a hypothetical capital structure derived from the group of companies the
Commission uses to determine the allowed equity return. The group of six comparable companies used
by Company and Division witnesses has an average capital structure of 48.9 percent debt, 2.1 percent
preferred stock and 49 percent common equity. The Committee's recommended comparable companies
average 47.5 percent debt, 3.0 percent preferred stock and 49.6 percent common stock. Both groups
have lower proportions of common equity than does the Company's actual capital structure, and thus
more financial risk. All else equal, lower equity ratios are associated with higher allowed rates of return
on equity.
Both the Committee and Division witnesses recommend taking financial, or capital-structure, risk into
account when determining equity return. The Company believes an adjustment for capital structure is
not required because its recommended comparable companies share similar risk ratings, and capitalstructure risk was considered in its selection of comparable companies.
We will accept the Company's filed, or actual, capital structure. The Company's actual capital structure
has a higher equity ratio than that of the group of companies used to determine return on equity. We are
aware the risk assessments performed by financial rating institutions are for Questar Corporation rather
than its subsidiary, Questar Gas Company. Testimony indicates that the local distribution company is
less risky than is the Corporation as a whole. Moreover, investors recognize financial risk as a factor
influencing required return on common equity. For these reasons, we will take financial risk into
account as we determine an appropriate rate of return on common equity.
2. Cost of Common Equity
The authorized rate of return on common equity is a key determinant of revenue requirement and thus
rates for utility service. Though these rates provide the Company the opportunity to earn this return,
there is no implied guarantee it will actually earn the allowed return because the efficiency of Company
management and the fortunes of the marketplace intervene. An authorized rate of return does not
insulate the Company from business or financial risks, but is set in recognition of them.

a. Positions of Parties
The testimony of the Company, the Division, and the Committee was presented and considered in this
Docket. Each party uses financial models to estimate a rate of return on common equity that is fair and
reasonable to stockholders and ratepayers. Each follows the principles set forth in the often-cited U. S.
Supreme Court Hope and Bluefield cases. Each provides expert testimony which relies on informed
judgment about the proper application of financial models. The choice of firms having risk comparable
to that of the Company is an issue.
Questar Gas Company.
The Company uses alternative approaches to estimate a reasonable range for the cost of equity capital.
With the annual version of the Discounted Cash Flow (DCF) model, six gas distribution companies of
risk and size said to be similar to Questar Corporation are analyzed. Both Zacks and Value Line
consensus earnings forecasts are used to estimate long-term dividend growth. These growth rates plus
spot prices for company stock produce a range of estimates of required return on equity between 11.4
percent and 13.0 percent. The midpoint is 12.2 percent. A comparable earnings analysis of the six
companies is also performed. This method relies on Value Line's projected return on common equity for
each company, and yields a projected return for 2000 of 12.6 percent, and for a longer-term period, 2002
to 2004, of 13.5 percent.
A Capital Asset Pricing Model (CAPM) analysis provides another estimate. Short-term and long-term
versions of this model yield estimates of 10.9 percent and 11.1 percent, respectively. A comparison with
historical equity risk premiums in the utility industry is said to verify the reasonableness of the resulting
recommendation, which, based on these analyses, is a return on common equity of 12 percent.
Additional evidence is provided to support the recommendation. Alluding to an empirical relationship
between the cost of capital and interest rates, the Company focuses on recent Federal Reserve actions
raising the federal funds rate and the discount rate. Value Line, the Company states, forecasts 2000 2004 earnings of 19 percent to 19.5 percent for its industrial composite, and opines that comparative
returns should be in excess of 13.5 percent given its adjustment for overall market risk as measured by
the appropriate beta. Though the Company's analysis is updated at the time of hearing for recent changes
in interest rates and capital costs, the 12 percent return on equity recommendation is retained.
The Company also sponsors the rebuttal testimony of a securities analyst who states that the Division
and Committee recommendations are insufficient to attract capital and provide a reasonable return on
equity. The witness asserts that the financial models relied on by other witnesses are not used by
investors and should serve only as a starting point. They should be supplemented by a market-driven
comparison standard such as indexing utility returns to a
five-year rolling average of returns on equity for Standard and Poor's top 400 industrial companies. A
negotiated monopoly discount could compensate for the advantage that the exclusive franchise confers
on regulated firms. The discounted indexed return would, the witness states, provide investors with
similar returns, adjusted for risk, earned by unregulated firms. Without higher authorized returns, the
witness opines, investment in utility stocks will diminish.
The Division.
In conjunction with its acceptance of the Company's recommended capital structure, the Division
recommends a return on common equity of 11 percent as a fair and reasonable return that will attract the

capital a successful company requires. A variety of methods are used to derive and support this
conclusion.
Constant and non-constant growth versions of the DCF model are applied to the group of comparable
firms recommended by the Company. The Division accepts this group. Its small size, however, concerns
the Division because of increased susceptibility to the influence of companies having financial statistics
that may not be representative ("outliers"). Such companies can skew the results of an analysis. To
account for this effect, the Division advocates the median rather than the mean as a better measure of the
central tendency of the group.
According to the Division, the key inputs of the constant-growth DCF model are stock price and growth
rate. For price, both spot and three-month averages are tested; no statistical difference between them is
observed. The Division uses spot prices. For the growth rate, the Division uses an average of dividend
and earnings growth rates. In theory, dividends and earnings are assumed to grow at the same rate, and
dividend growth rate is required for applications of the DCF model. But, the Division states, projections
of long-term dividend growth rates are rare, and short-term growth rates are volatile and perhaps
unsustainable over the long run. The Division maintains that earnings growth is the upper limit for longterm dividend growth and so averages this with dividend growth rates to yield its estimate of the longterm dividend growth rate. Value Line provides forecasts of both earnings and short-term dividend
growth rates which are averaged by the Division to produce one estimate of long-term growth. The
Division also derives its own estimates, using Value Line data, of earnings and dividend growth rates.
These derived growth rates are averaged to produce another estimate of dividend growth. These growth
rates then produce a range of DCF estimates for the required return of the six comparable companies of
9.78 percent to 11.54 percent. The midpoint is 10.66 percent.
The Division's non-constant growth DCF model yields a median estimate for the six firms of 11.7
percent. The average of the 11.7 percent and 10.66 estimates is 11.18 percent. The results of both
methods suggest a range of 9.78 percent to 11.75 percent, the midpoint of which is 10.77 percent. Both
the 11.18 percent and the 10.77 percent estimates are offered as support by the Division for its
recommendation of 11 percent.
The Capital Asset Pricing Model (CAPM) is used to check the reasonableness of the 11 percent
recommendation. A risk-free rate of 6.14 percent, a market premium of 8 percent, and a beta calculated
as the average of the betas of the comparable companies, produces a mean return estimate of 11.01
percent and a median of 10.74 percent. In the Division's view, these estimates support its recommended
11.0 percent. The Division also employs the "Times Interest Earned Ratio" (TIER) to affirm the
reasonableness of the recommendation. This ratio is used by financial rating firms like Standard and
Poor's to establish bond ratings. The 11 percent recommendation is sufficient to maintain the Company
within the range of TIER values required for its current bond rating.
The Committee.
The Committee recommends a range of reasonable returns on common equity of 10.5 percent to 11.5
percent, and a point estimate of 11 percent. This recommendation depends on a hypothetical capital
structure formulated as the average for the group of comparable companies the Committee uses in its
return analysis. Alternatively, should the Commission accept the Company's actual capital structure, the
Committee recommends a lower equity return, 10.5 percent, to compensate for the higher equity
component in that capital structure and its correspondingly lower financial risk.
The Committee relies on the DCF, the risk premium and the CAPM methods for estimating return on

common equity. The DCF is applied to Questar Corporation, the Value Line group of gas distributors,
and the six-company group used by the Company and the Division; the Risk Premium Method to
Moody's Group of gas distributors; and the CAPM to Questar Corporation and the comparable
companies. Results are checked against Value Line's projected returns on equity.
An annual, constant growth DCF model is applied to Questar Corporation and two groups of
comparable companies. Companies in the first group, the gas utilities selected by Value Line, were
eliminated if the DCF analysis produced a return estimate less than the cost of public utility debt, 8.2
percent, or if for other reasons they were outliers. Though this group has a more diverse risk profile than
QGC, the Committee adjusts it to reflect these differences. A DCF analysis is also performed using the
Company's group of comparable companies. For its DCF analysis, the Committee relies on Value Line's
forecasted dividend growth rate and the average five-year historical growth rate in earnings and
dividends. In addition, a retention growth rate method provides a check on the reasonableness of the
other estimates. For stock prices, a three-month average is used in order to avoid the effects of stock
price fluctuations.
With average prices, the estimated return on equity ranges from 9.27 percent to 12.17 percent,
depending on the growth rate used. The Company's sample yields a return estimate of 10.24 percent to
12.81 percent. Using Value Line's direct estimate of Questar Corporation's dividend growth along with
historical dividend growth, the Committee estimates a return on equity for Questar ranging from 9.1
percent to 9.6 percent.
Though expressing reservations about CAPM, the Committee uses it to check the reasonableness of its
return estimates. An historical market premium of 8.05 percent is added to a risk-free rate for 30-year
Treasury bonds of 5.9 percent. Together with Standard and Poor's and Value Line betas, these values
produce a range for Questar Corporation of 10.72 percent to 11.20 percent, for the Committee's
comparable group, 8.54 percent to 10.86 percent, and for the Company's group, 8.70 percent to 10.78
percent. A risk premium, or "bond yield plus risk premium" analysis yields estimates from 10.1 percent
to 11.03 percent. The Committee believes this method may be unreliable when the interest rate risk
premium is different from the historical premium because the interest rate risk premium associated with
bonds can vary over time depending on public perception of future inflation rates. During times of
highly fluctuating interest and inflation rates, the Committee states, bonds may appear riskier than
stocks.
b. Discussion, Findings and Conclusions
Witnesses' point estimates of required equity return differ in a 100 basis-point range, from 11 percent to
12 percent. The Committee and the Division each temper their recommendations with observations on
the Company's proposed, or actual, capital structure.
We have decided to accept the actual capital structure, with the recognition that its higher equity
component and lower financial risk have implications for the allowed return on equity decision. In the
Company's opinion, capital structure should not affect equity return because it believes financial risk, as
accounted for by financial rating firms, is reflected in its selection of comparable companies. Further
adjustment for this risk, it asserts, would be double counting. We do not agree. The rating schemes
employed by rating firms are too general to adequately account for the effect of financial risk on
regulated return on rate base. For example, Value Lines's safety ranking ranges from 1-5; sample
companies have a value of 2. Given the range, this implies that a change from one rank to the next is a
20 percent difference in risk. In addition, the risk measure is applied to Questar Corporation, not Questar
Gas Company, even though, as the record shows, the subsidiary is not as risky as the parent. We draw
the conclusion that these risk measures are insufficient to alleviate the need for further risk assessment.

On this basis, we find that capital-structure risk should be considered as we determine an appropriate
rate of return on equity.
The Company argues that a higher rate of return is necessary because interest rates recently have risen.
But the record does not support the Company's contention. Even if it did, we would not conclude that
cost of capital necessarily has increased. No mechanical relationship exists — the Company agrees —
between interest rates and cost of capital, particularly in the long run. Several variables can affect the
relationship between the cost of capital for a particular firm and general interest rates. For example,
perceptions of company- or industry-specific risk change over time as do perceptions about inflation. In
Docket No. 99-035-10, when this subject was last addressed in a report and order, the Commission
relied on testimony stating that no theoretical basis exists to support assertions about a relationship
between interest rates and the cost of common equity.
We find that interest rates have not changed significantly since 1995, the time of the last QGC general
rate case, Docket No. 95-057-02. The record shows that interest rates were approximately the same at
the time testimony in the present Docket was filed as they were when the order in that Docket was
issued. In fact, interest rates for the 30-year Treasury bond and the 10-year Treasury bill are lower today.
We note, correspondingly, that the Company recommends a lower equity return in the present Docket
than it did in the 1995 Docket. Though the record contains Company-sponsored evidence that rates for
A-rated utility bonds have increased approximately 60 basis points since the earlier Docket, no
relationship between utility bond rates and returns on equity, which adequately considers the effects of
relevant variables, has been established on this record.
We are aware that the number of comparable companies in the group the Company relies on has
decreased from ten in Docket No. 93-057-01 to six in the current Docket. The smaller the group, the
greater the potential influence of the abnormal. This gives rise to a controversy between Division and
Company witnesses over the appropriate measure of central tendency. When an outlier can greatly
influence the group's mean, or average, results, the Division argues the best of alternatives is to employ
the median instead. The Company supports the mean, while the Committee expands the number of firms
in the group by using less restrictive selection criteria in order to avoid this small numbers problem.
In past cases, the Commission has opted to eliminate outliers. We continue to believe an adjustment for
outliers is appropriate. In the Company's group of comparable companies, one of the six firms has an
estimated earnings growth rate almost twice that of the next most rapid, and is the only company in the
group which, unlike the Company, has no weather normalization provision in its tariff. For this reason,
we give more weight to Division's use of the median and Committee's use of a larger group than to the
Company's insistence on the group mean.
Choice by witnesses of key variables in the DCF analysis is invariably a rate case issue. Knowing that
movement in stock price directly influences DCF outcomes, the Commission has indicated a preference
for a three-month average rather than a spot price. In this Docket, however, the Division testifies it
found no statistical difference between the spot price it uses and average prices. Choice of an
appropriate growth rate for dividends is another issue. We are generally persuaded that the earnings
growth rate is the upper limit for dividend growth rate, and that short-run dividend growth is volatile and
perhaps unsustainable. We therefore look to other measures. On this record, an average of dividend and
earnings growth rates is appropriate.
Testimony in this Docket shows lower equity return estimates for CAPM analyses than for DCF
analyses. The Committee's CAPM estimates for Questar Corporation, the Value Line group of gas
distributors, and the Company group range from 8.54 percent to 11.1 percent. The Division's CAPM
range is 10.74 percent to 11.01 percent. The Company's range is 10.9 percent to 11.1 percent. These

estimates indicate that an equity award of 11 percent is reasonable.
We are less confident of risk premium and comparable earnings approaches and accord them less weight
in our equity return decision. For example, Value Line projects an average return on common equity for
QGC's six comparable companies of 12.6 percent for the year 2000 and 13.5 percent for 2002 - 2004.
Projected market returns for Value Line's industrial composite influence us even less because a premium
for unregulated versus regulated firms has not been established on the record. The Committee's risk
premium estimates are in a range of 10.09 percent to 11.03 percent.
Based on our consideration of the testimony and evidence, we determine that the allowed rate of return
on common equity should be 11 percent. This is well within the range of reasonable returns of 10.5 to 12
percent produced on the record. In reaching this decision, we depend on the results of financial-model
analyses. As in past dockets, we rely most on the DCF. We dismiss the contention that these models are
inadequate and will investigate new methods when tangible evidence is presented that the utility is
unable to attract equity capital Until then, we will continue to rely on financial models and other
relevant evidence. Capital structure or financial risk also weighs in favor of a lower return award than
requested by the Company. We note the Division's examination of the Times Interest Earned Ratio as
evidence the award of 11 percent will maintain the Company's current bond rating.
The allowed equity return, combined with the actual capital structure recommended by the Company
and the Division, produces a rate of return on rate base of 9.82 percent. This overall rate of return is fair
and reasonable. It will allow the Company to raise capital in the market on reasonable terms.
B. UNDISPUTED ISSUES
Utah non-gas distribution revenue requirement is determined using a computer model developed as a
result of the Commission's order in Docket No. 93-057-01. This model begins with the Company's
unadjusted results of operations for the twelve months of the test year, presented in the detail of the
FERC accounts. Adjustments are made to the system results. The adjusted system results of operations
are then apportioned between the Wyoming and Utah jurisdictions, with Utah responsible for roughly 96
percent. The Utah adjusted results are then separated into those accounts relevant to the recovery of gas
costs in pass-through proceedings, and those relevant to the determination of distribution non-gas
revenue requirement in general rate proceedings. The values associated with the adjustments in the
following sections are system values, and thus do not correspond directly to changes in Utah distribution
non-gas revenue requirement. The incremental and cumulative effect on Utah distribution non-gas
revenue requirement of the adjustments are presented in each of Sections B through E, below.
Representatives of the Division and Committee have analyzed the Company's results of operations for
1999, the test year for this Docket. A number of proposed adjustments to revenue requirement are
undisputed. It is our practice to accept adjustments, whether proposed by the Applicant or the parties,
which all agree should be adopted. Each undisputed adjustment is briefly described in this Section.
1. WEXPRO Production Plant
This adjustment, rising from Section 5(b) of Exhibit E of the Wexpro Agreement, requires that the
production plant component in each Questar Gas rate base plant account be reduced by 6.3 percent.
According to the agreement, Wexpro adds 6.3 percent of Questar Gas's production plant to the Wexpro
investment when calculating the Wexpro service fee charged to Questar Gas. The agreement also
removes 6.3 percent of the accumulated depreciation, depletion and amortization associated with
production plant. It reduces rate base by $1,668,118.

2. Underground Storage
Pursuant to the final order in Docket No. 93-057-01, Account 164, Gas Stored Underground - Current, is
to be accounted for in the Company's pass-through cases and excluded from test-year rate base in
distribution non-gas rate cases. This is accomplished by allowing a return on the actual average balance
in this account to be entered as a gas cost. An adjustment removes the total balance of Account 164, or
$14,016,185, from rate base.
3. Banked Vacations
Questar Gas employees can accrue up to one year's worth of vacation and carry it forward. Because the
allowed vacation in each year is included in the labor overhead of that year, the "banked" vacation
represents compensation for work performed but not yet paid for. Consistent with the Commission's
order in Docket No. 93-057-01, the adjustment is calculated as the projected 13-month average banked
vacation for the period ending December 31, 1999. This adjustment reduces rate base by $858,413.
4. Sale of Company Property
The Company sold certain utility properties both prior to and during the test year. Net investment in the
properties was not removed from test-year rate base in the Company's filing and depreciation expense on
them was included in test-year expense. An annualization adjustment removes net investment of
$2,135,759 and depreciation expense of $81,247 for these properties from the test year.
5. Forecasted Revenues
Test year revenues, including distribution non-gas, supplier non-gas, gas commodity, and other
revenues, as well as gas supply expenses, are adjusted by the Company to forecast levels. For the GS-1
and GSS Schedules in particular, the Company adjusts volumetric sales for test-year temperatures that
were warmer than usual, stating temperature-normalized sales volumes and revenues on a calendarmonth basis, and bills the temperature-adjusted test-year sales volumes at rates that became effective
December 1, 1999. Normal temperatures are based on a thirty-year period ending December 31, 1990.
Also, large customers who changed rate classes during the test year are billed on their current rate
schedule throughout the test period. Included in this adjustment is an increase in distribution non-gas
revenues of $3,823,902. In addition, the tariff distribution non-gas revenues are subject to adjustment in
C.12, below, and revenues from the New Premise Fees and Service Initiation Fees are subject to
adjustment in C.l 1, below.
6. Oak City Revenues
Due to problems during the service sign-up of customers, revenues from the Extension Area Charge in
Oak City, Utah were not collected. This adjustment recognizes that these charges should have been
collected, and increases revenues by $12,240.
7. Labor Annualization
Questar Gas normally specifies merit increases for employees effective September 1 of each year. This
adjustment annualizes the effect of the merit increase back to the beginning of the test year, and
increases system labor and overhead costs by $1,610,062.
8. Phantom Stock

Consistent with the Commission's Order in Docket No. 93-057-01, an adjustment has been made to
increase the expense for the 12-months ended September 1999 by removing all entries related to
"phantom stock" for Questar Gas and Questar Regulated Services. The adjustment reflects actual
Distrigas allocation percentages (discussed in Section D.17) used to allocate phantom stock charges
from Questar Corporation to Questar Gas, and decreases expenses by $406,351.
9. Uncontested Advertising
In the final order for Docket 93-057-01, the Commission delimited the types of advertising expenses
recoverable in rates. Following that order, this adjustment removes undisputed amounts of advertising
determined by the parties unrecoverable from utility ratepayers, and decreases expense by $613,370.
10. Olympic Contributions
Questar Gas is an official supplier of the Salt Lake City 2002 Olympics. This adjustment removes
$10,039 in expenses or contributions made by Questar Gas or allocated to Questar Gas by an affiliate.
11. Uncontested Dues & Donations
This adjustment reflects that portion of industry association membership dues and donations for
lobbying and political organizations during the test year which were identified and removed by the
Company, and uncontested by the Division and the Committee. The adjustments include costs that were
charged directly to Questar Gas from Questar Corporation or indirectly through Questar InfoCom,
Questar Pipeline and Questar Regulated Services. It reduces expenses by $113,164.
12. Jazz/Buzz/Grizz Tickets
This adjustment removes that portion of the Jazz/Buzz/Grizz tickets, allocated directly to Questar Gas
from Questar Corporation or indirectly through affiliates, that were related to marketing, reducing
expenses by $33,566. A second portion of Jazz/Buzz/Grizz tickets, related to an employee recognition
program, is addressed in Section II D.
13. Affiliate Rate of Return
Certain services provided by Questar Corporation and affiliates are billed to Questar Gas at cost-ofservice rates that include a return on investment tied to Questar Gas's currently authorized return on
equity. This adjustment reduces those expenses to reflect the rate of return on equity authorized in this
Report and Order. Additionally, it reduces expenses for corporate aircraft charged to Questar Gas. The
need for and method of calculating the adjustment are undisputed. The adjustment decreases expenses
by $251,142.
14. Questar Energy Services
Prior to this test year, Questar Energy Services was transferred from the Market Resources Group of
Questar Corporation to Questar Regulated Services. Questar Energy Services is an unregulated
marketing organization that offers products and services to customers in Utah and Wyoming. During the
test year, Questar Energy Services was not included in the Distrigas portion of the allocation of Questar
Regulated Services costs among affiliates. This adjustment is the amount of Questar Regulated Services
expenses allocated to Questar Gas that should have been allocated to Questar Energy Services during the
test year. This adjustment reduces expenses by $166,431.

15. Credit Card Expense
In July 1999, Questar Gas began accepting credit-card payments. The Company pays a fee to credit card
companies when it accepts payments in this way. An adjustment annualizes credit-card expenses for the
test year. It increases expenses by $16,483.
16. Questar InfoCom Y2K
During 1999, Questar Gas incurred charges of about $1,449,000 from Questar InfoCom for projects
related to Y2K preparation and program modifications. This adjustment amortizes these expenses over a
three-year period, allowing recovery of about $483,000 annually. It reduces expenses by $966,363.
17. SCT Banner
Prior to the test year, Questar Gas purchased a computer software system, SCT Banner, which it
expected to use as a customer information and billing system. During the test year, the Company
determined that this program would not be used. This adjustment removes the
13-month average investment of $322,000 from rate base, and removes $1,555,823 of depreciation
expense related to writing off the system. It also removes $218,000 of the 1999 annual maintenance
costs associated with this system.
18. Gathering
The Commission's final orders in Docket Nos. 95-057-30, 96-057-12 and 97-057-11 require removal of
expenses for gathering Company-owned gas production from the gas-cost portion of rates for recovery
through the distribution non-gas portion. This adjustment annualizes these expenses into the test year.
When the Company calculated test-year revenues using the weather-normalized test-year volumes at
rates in effect on December 1, 1999, the annual revenues related to gathering were fully included. The
expense annuahzation is needed to match the revenues. This adjustment increases gathering expenses by
$7,703,278.
19. Other Expenses
This adjustment decreases expenses by $9,249 for removal from the test year of two out-of-period
expenses that were included in the Company's reported results of operations. The first expense is for
temporary one-time charges for rental property sold by Questar Gas to Nu Skin International until
Questar Gas was able to move into other facilities in January 1999. Its removal decreases expense by
$14,796. Second, Questar Gas underbilled Universal Resources Corporation for premises that it leases at
Questar Gas' storage building. This entry represents additional rental income received for the period
September 1 to December 31, 1998. Its removal increases expense by $5,547.

C. UNCONTESTED ISSUES IN STIPULATION
The Company, the Division, and the Committee submitted the Joint Stipulation on Revenue
Requirement Issues on June 2, 2000. On the first day of hearings, June 5, 2000, these parties each
provided a witness to support the Stipulation. The Company moved the Commission to approve the
Stipulation on the basis of their testimony and supporting record evidence. On June 6, 2000, we
approved the motion and accepted the Stipulation, which is attached to this Report and Order as

Appendix 2.
The Stipulation separates revenue requirement issues into uncontested, stipulated, or contested groups.
We begin with the uncontested issues. Testimony indicates parties to the Stipulation would not have
contested them even in the absence of this Stipulation.
1. Co-op Advertising
By Commission rule, promotional advertising expense cannot be recovered from ratepayers. This
adjustment removes co-op advertising expenses of $7,070, as promotional advertising, from the test
year.
2. Professional Gas Cooking Advertising
This adjustment removes a professional gas cooking advertising campaign of $14,400, as promotional
advertising, from the test year.
3. Pacific Coast Gas Association Dues
This adjustment removes $18,722 in dues paid to the Pacific Coast Gas Association for the year 2000.
This payment, related to a period beyond the test year, is a duplicate payment of dues during the test
year. 1999 dues were paid by Questar Corporation, billed to Questar Regulated Services, and allocated
to Questar Gas in April 1999. Subsequently, 2000 dues were paid by Questar Regulated Services and
allocated to Questar Gas in December 1999.
4. REACH Program Payments
The Residential Energy Assistance through Community Help (REACH) program is administered by the
American Red Cross. Voluntary contributions from Questar Gas customers are placed in a fund that the
Red Cross distributes to qualifying individuals to help them pay their Questar Gas bills. Initially, the
Division proposed to disallow a payment from Questar Gas to the American Red Cross as a charitable
contribution. The proposed adjustment was subsequently withdrawn because the payment helps to cover
REACH program administrative costs. The Commission has previously approved recovery of these
costs in rates.
5. Business Development Activities
During the test year the Company incurred expenses for business development in Ireland. In addition, a
consultant was retained to assist in the new business development activities of Questar Pipeline and
other non-regulated affiliates. These costs were allocated to Questar Gas by Questar Regulated Services.
This adjustment removes $102,643 of expenses from the test year.
6. Out-Of-Period Expenses
This adjustment removes several expense items that are out-of-period. The first is a $32,004 payment,
termed DocuCorp International, for an annual license fee that should have been paid in 1998, but was
not paid until June 1999. The 1999 annual license fee was also paid in 1999, resulting in double
payment in the test year. Second, several charges from Questar Regulated Services which when
allocated to Questar Gas total $56,702, are identified as

out-of-period charges. Third, two charges from Questar Corporation, when allocated to Questar Gas
total $4,867, are identified as out-of-period charges. One is a payment for travel bill made in 1998 to
American Express. The other is a payment for Industrial Relations Council Dues for 2000, when the test
year already includes the payment of such dues for 1999. This adjustment removes $93,573 in total for
expenses that have been identified as relating to periods outside of the test year.
7. Other Affiliate Charges
This adjustment removes other charges from affiliates that should not be recovered from ratepayers of
the regulated distribution company. These include expenses associated with Southern Trails which,
when allocated from Questar Regulated Services to Questar Gas, total $4,116, and charges from Questar
Corporation which, when allocated to Questar Gas, total $24,906. The adjustment removes $29,022 in
expenses associated with affiliate activities from the test year.
8. Golf & Skiing Expenses
This adjustment removes from the test year $1,409 in expenses related to customer golfing and skiing
events.
9. Lobbying
This adjustment removes $80,054 of expenses for lobbying and other political activities incurred during
the test year. It includes costs that were charged directly to Questar Gas from Questar Corporation or
indirectly by means of the Distrigas allocation formula from Questar InfoCom, Questar Pipeline and
Questar Regulated Services.
10. State Income Tax
This adjustment removes an incremental tax benefit allocated to Questar Gas as a result of Questar
Corporation's consolidated Utah tax return, and increases Questar Gas expense by $49,232. For state
income tax purposes, the Utah portion of consolidated business income is computed based upon the ratio
of assets, payroll and total sales in Utah to the total of the consolidated Company, including affiliates.
This adjustment prevents ratepayers from paying additional taxes arising as a result of affiliate earnings
or, as is the case here, paying less in taxes as a result of affiliates' losses.
11. Other Revenue
In the Company's forecasted revenues adjustment, B.5 above, the Company increased the actual Utah
amounts recorded on its books for the Services Initiation Fees by $6,424 and decreased the New
Premises Fees by $347,880. This adjustment reverses that portion of the Company's revenue adjustment
by restoring actual for estimated revenues. It also includes an increase in Utah revenues of $37,400
associated with an undisputed increase in the fees for processing bad checks, discussed in Section II. A. 1
below. The total of this adjustment increases revenues by $378,856.
12. Tariff Distribution Non-Gas Revenue
In the Company's revenue adjustment, B.5 above, the Company included forecasts of distribution nongas revenues for tariffed rate schedules. This adjustment reverses portions of the Company's revenue
adjustment to include actual test-year billing adjustments including minimum bills for certain individual
customers that did not meet their contract-demand requirements. The adjustment increases tariffed

distribution non-gas revenue by $240,639.
13. Equal Payment Plan
In its direct testimony, the Committee proposed to remove from rate base the test-year average Equal
Payment Plan balance on the belief that the balance was not adequately represented in the lead-lag
study. This study had been used in Docket No. 93-057-02 but was later revised by the Company. Also
revised was the calculation of the Accounts Receivable lag. The revisions were filed in Docket 95-05702 and in the present Docket. The method for calculating the Accounts Receivable lag now captures the
effect of the Equal Payment Plan. Consequently, the proposed adjustment was withdrawn.
14. Prior Period Clearing Account Adjustment
To cover warehouse overhead costs, the Company adds ten percent to the cost of materials issued. In
1998, this resulted in over-recovery of stores expense, and a subsequent accounting entry reducing
expenses by $320,000 was made during the 1999 test year. This adjustment removes the expense
decrease associated with a prior period, thereby increasing expense for the test year.
15. Gross Receipts Tax
Payments of regulatory utility fees in Utah, Wyoming and Idaho of $1,401,049 were not recorded in
test-year expenses. This adjustment increases expenses in the test year to include them.
16. Miscellaneous Corrections
Legal expenses of $79,064 for gas-supply litigation involving Jack J. Grynberg were included in testyear expenses. These expenses are properly recorded in the 191 Account and recovered through gas
costs. Second, charges from Questar InfoCom of $245,735 for maintenance of the Appliance Financing
program were included in the test year but should have been charged to Questar Energy Services, which
now administers the program. This adjustment removes these two expenses from the test year.

D. STIPULATION OF CERTAIN REVENUE REQUIREMENT ISSUES
The Joint Stipulation on Revenue Requirement Issues, which we adopted on June 6, 2000, neither
resolves issues individually nor is precedent for future regulatory treatment of them. The Company, the
Division, and the Committee, as parties to the Stipulation, testify that the stipulated outcome for the set
of issues as a whole is reasonable. Each party reaches this conclusion in its own way, which, while
protecting the confidentiality of negotiations, is generally stated on the record. The Company testifies
that it considered likely outcomes for each issue and a reasonable resolution of them in total, that is,
without requiring a specific decision for each issue. The Division states that it did not compromise on
adjustments concerning which the Commission had previously ruled. Most of its proposed adjustments,
it states, were unchanged as a result of stipulation. The Committee believes the Stipulation is close to
what the Commission would have ordered had each issue been separately litigated, is beneficial because
it narrows the focus of the proceeding to adjustments which are the real basis of the Company's case for
a rate increase, and allows the customers the Committee represents to know why the Stipulation should
be supported.
The Stipulation states that: (1) the parties have not been able to reach an issue-by-issue agreement on the
stipulated issues presented in this Section, (2) the parties have concurred on the aggregate effect that an

overall resolution of these issues is to have on the Company's revenue deficiency, (3) the Stipulation
shall not constitute an acknowledgment by any party of the validity or invalidity of any principle of
ratemaking, and (4) the Stipulation shall not be introduced or used as evidence for any other purpose in a
future proceeding by any party to the Stipulation.
In this Section, the positions taken by the Division and Committee are presented. The Company takes no
position with respect to the specifics of these stipulated issues. The Stipulation, based on the Company's
proposed rate of return on rate base, decreases by $1.55 million the increase in distribution non-gas
revenue requirement relative to the Company's position on all issues as of May 15, 2000.
1. Advertising/In-Flight Audios
The Division and Committee propose an adjustment to remove $14,260 in corporate financial
advertising expenses allocated to Questar Gas for "In-flight Audio" interviews with Questar's vicepresident of public affairs aired on airlines while in flight. These advertisements promote Questar
Corporation stock and are directed to potential investors. The Committee's initial adjustment was
$11,024, but it would adopt the Division's higher figure for purposes of stipulation.
2. Advertising/Smart Money
For purposes of stipulation and settlement, the Committee would withdraw a proposed adjustment to
remove $11,710 in Smart Money advertising expenses.
3. Advertising/Clean Air
The Division would support an adjustment to remove $11,041 in expenses for public interest advertising
related to clean air.
4. Advertising/1999 Fact Sheet
The Committee proposed an adjustment to remove $82,906 in corporate financial advertising expenses,
allocated to Questar Gas, for a 1999 Fact Sheet placed in three magazines detailing financial highlights
and other information for investors. In reaching the stipulation, the adjustment would be reduced to
$41,453.
5. Dues & Donations/American Gas Association
Initially, the Committee supported an adjustment to remove $53,063 in expenses associated with the
portion of the American Gas Association dues related to governmental relations, which the Committee
regards as lobbying activities. For purposes of stipulation, $5,306 would be disallowed.
6. Dues & Donations/Homebuilders
An adjustment, proposed by the Division and Committee, would remove $7,808 in expenses for
contributions to economic development and homebuilder's associations.
7. Dues & Donations/Economic Development Corporation
An adjustment, proposed by the Division and Committee, would remove $40,000 in expenses for
Questar Gas* support of the Economic Development Corporation of Utah.

8. Questar Corporation Incentive Compensation
Questar Corporation allocates a share of incentive plan payouts to Questar Gas, which proposes to
increase this share by $22,655 based on the five-year average payout associated with operating goals.
The test-year amount, however, was zero. The Division and Committee would remove this adjustment,
thereby excluding from regulated revenue requirement the incentive plan expenses allocated from
Questar Corporation.
9. Jazz/Buzz/Grizz Tickets
The Division proposes an adjustment to remove $20,665 in expenses for Jazz/Buzz/Grizz tickets given
to Questar Gas employees for exemplary performance. For purposes of stipulation, the Division would
withdraw the adjustment.
10. Company Store/Paragon Press
The Division and Committee propose an adjustment to remove $39,658 in expenses, the allocated
portion of the cost of producing a book on the history of the Company.
11. Lead-Lag Study Update
The original and revised filings by the Company in this Docket include a calculation of cash working
capital using a Docket No. 95-057-02 lead-lag study. That study, based on calendar year 1994, provided
a net lag of-1.346 days. In the Company's rebuttal filing, a revised lead-lag study based on calendar year
1999 is used. It provides a net lag of 0.115 days. The difference is due to an increase in the lag days for
higher accounts receivable balances caused by residential customers paying more slowly than in 1994.
Also contributing to the change were decreases in the lead time associated with gas purchases and other
accounts payable. The revised study includes the full impact of the Equal Payment Plan. The Division
reviews the 1994 and 1999 lead-lag studies and finds them consistent with Commission Orders. The
Division and Committee would support the use of 0.115 net lag days to calculate cash working capital.
12. Prepaid Pension Plan
Prepaid pension expense is a balance-sheet account the Company uses to record the difference between
cash contributions to the pension plan and pension expense recorded on the income statement. As of
December 31, 1999, this account had a debit balance of $2,399,941, reflecting the amount cumulative
cash contributions to the pension plan exceed recorded pension expense. In 1987, SFAS 87 changed the
way pension expense is to be recorded. SFAS 87 seeks to properly record the cost of pension benefits
over the expected work-life of employees using current interest rates. It offsets the cost with returns
earned by assets in the pension fund.
The pension plan actuary has continued to calculate required cash contributions to the plan using
Internal Revenue Service and Department of Labor requirements. Since 1987, pension expense
calculated pursuant to SFAS 87 has differed each year from the cash contributions. In its direct
testimony, the Division proposes to reduce rate base by the $2,399,941 balance in this account. To reach
stipulation, the Division would support an adjustment to remove $233,680 from rate base.
13. Gain On Sale Of Property
During the test year, the Company sold two former business office sites realizing a gain of $895,278 for

the "Salt Lake South" property and $203,958 for the "Price" property. The total gain, $1,099,236, is
recorded by the Company in Account 421, a below-the-line account. The Division proposes an
adjustment, for rate-making purposes, to amortize the gain over three years, and thereby to increase testyear revenues by $336,412. Initially, the Committee proposed to include the entire gain in test-year
revenues. For purpose of stipulation, it would support including half, or $549,618.
14. Contributions In Aid Of Construction
During the test year, a $574,356 contribution in aid of construction was received from a large customer.
In the Company's original filing, the entire amount was removed as a one-time, non-recurring item. The
Division would propose an adjustment to amortize this contribution over three years, and thereby
include $191,452 in test-year revenues.
15. Questar Gas Incentive Compensation
Questar Gas has two incentive compensation programs, the Annual Management Incentive Plan (AMIP)
for management and the Performance Incentive Plan for Employees (PIPE) for other employees. The
plans have the same financial and operating goals. During the test year there were no payouts in the
AMIP plan. Payouts for the PIPE plan were 1.56 percent, all related to operating goals.
Proposed adjustments remove the accrual for PIPE and AMIP plans from the test year and substitute the
appropriate payout amounts for the plans in the test year. The Company proposes to include $1,296,280,
based on a five-year average of plan payouts related to operating goals; the Division, $681,280, based on
recognizing only a portion of the customer service goal; and the Committee, $760,000, based on the
1999 percentage of operating goals and payroll base, but excluding overheads from the calculation. The
net adjustment the Company proposes is an increase in expenses for the test year of $110,280; the
Division, a net decrease of $504,720; and the Committee, a net decrease of $426,000.
The Division and Committee would remove from expenses the actual 1999 accrual of $1,186,380.
Applying the 1.56 percent payout of the PIPE plan to test-year base payroll, with an overhead rate of
19.45 percent, yields a total test-year incentive plan payout, as proposed by the Company, of $907,405.
For purposes of stipulation, the Division and Committee would accept this amount. Thus the net
adjustment which the Division and Committee would support is a $278,975 decrease in expense.
16. Uncollectible Accounts
The Company proposed an adjustment to reduce uncollectible expense by $4,181, the actual write-off
during the test year and an amount less than that accrued to expense during the test year. In its direct
testimony, the Division proposed an adjustment decreasing uncollectible expense by $529,134 based on
a three-year average, 1995-1997, of the ratio of net writeoffs to average accounts receivable. This ratio
was fairly consistent during that period at approximately 6.3 percent. 1998 and 1999 would be excluded
by the Division because at 7.9 and 8.7 percent, respectively, the ratios of net writeoffs to average
accounts receivable depart from the more consistent ratios of prior years. The Division also included
$300,000 in its calculation of net write-offs, an amount the Company indicates is attributable to the
effect of increased bankruptcies on uncollectible expense during 1998 and 1999. In its direct testimony,
the Committee proposes an adjustment decreasing uncollectible expense by $544,675 based on a fiveyear average, 1995-1999, of the ratio of net writeoffs to average accounts receivable. For purposes of
stipulation, the Division and Committee would support an adjustment decreasing uncollectible expense
by $290,015, based on a three year average, 1997-1999, of the ratio of net writeoffs to average accounts
receivable.

17. Distrigas Allocation Update
The Distrigas formula allocates Questar Corporation common costs to subsidiaries. The Division
recommends updating the Distrigas formula for 1999 operating results in order to reflect test-year
changes. For purposes of stipulation, the Division and Committee would support an adjustment to
reduce expenses by $146,471.
18. Gas Research Institute
The Company proposes an adjustment to increase expense in the test period by $215,932 to recover, in
distribution non-gas rates, Gas Research Institute ("GRI") funding of research and development (R&D).
In the past, support for this R&D has come through payment of a
FERC-approved charge which is included in interstate pipeline rates. The charge, about $2 million per
year, has been collected from Questar Gas's sales customers. The FERC has approved an agreement in a
recent GRI proceeding to phase out the mandatory pipeline charge in yearly increments through 2004.
Corresponding to the decline in the FERC surcharge, the Company proposes to reduce supplier non-gas
costs and to increase distribution non-gas costs. Total R&D costs recovered from customers would be
unchanged. The 1999 reduction in the FERC surcharge is $215,932, an amount reflected in rates for
Questar Gas's Utah customers effective December 1, 1999. The Division and Committee propose to
exclude any GRI amounts from test-year expenses, but for purposes of stipulation would withdraw the
adjustment. This issue is addressed in Paragraph 11 of the Stipulation.
19. Reserve Accrual
The Division proposes an adjustment to decrease expenses by $703,280 for a five-year amortization of
$879,100 in a reserve accrual for the Company's self-insurance program. The Company agrees with the
proposal. In its direct testimony the Committee recommends exclusion of the entire amount from the test
year, a further expense decrease of $175,820. For purposes of stipulation, the Committee would
withdraw its adjustment.

E. C 0 2 GAS PROCESSING COSTS
In Docket No. 98-057-12, the Company applied, among other things, for approval of its contract with an
unregulated affiliate, Questar Transportation Services Company ("QTS"), for removal of carbon dioxide
from central Utah "coal seam" gas which, transported by its affiliate, Questar Pipeline Company
("QPC"), was entering its distribution system. The Company contends that, by early 1998 when the
likelihood of continuing increases in the volume of this gas became apparent, it had no acceptable
alternative but to process the gas because it has a lower BTU content than the distribution system
requires and will not burn safely in customer appliances. A decision regarding the contract was not
reached in that Docket, however. On
page 8, the December 3, 1999 Report and Order explains; "While QGC presents some evidence intended
to address the prudence of entering into the contract and the reasonableness of its terms, the Division
and the Committee maintain that these proceedings are not a prudence review and the Commission
should not address the reasonableness of the terms. The prudence and reasonableness issues are
purposely not resolved by this Order." As stated in the Order's Synopsis, a "[r]equest for approval of the
contract and recovery of costs must be considered either in a general rate case or an 'abbreviated

proceeding' as defined by the Utah Supreme Court in Utah Dept. of Business Reg. v. Public Ser.
Comm% 614 P.2d 1242 (Utah 1980)."
The Company's Application in the present Docket seeks recovery of $7, 343,000 of gas processing costs
incurred pursuant to the contract with QTS, but, unlike the preceding Docket, does not seek approval of
the contract. In filed direct testimony, the Division recommends disallowance of half the processing
costs while the Committee opposes recovery of any. In the Committee's view, the decision to enter the
contract is imprudent and the processing costs are not reasonably the responsibility of QGC customers.
The Large Customer Group states in direct testimony that it does not support recoveiy of processing
costs from ratepayers.
Except for the Committee and the Large Customer Group, these positions changed with the filing prior
to hearing, on June 2, 2000, of a C 0 2 Stipulation by the Company and the Division resolving between
them the issues of cost recovery and ratemaking treatment of gas processing costs. In the C 0 2
Stipulation, which is attached as Appendix 3, the Company and the Division "agree and stipulate that
C 0 2 processing contract costs in the amount of $5 million for the Utah jurisdiction should be included
in the revenue requirement in this case." The Committee and other intervenors are not party to the
Stipulation and do not agree to its terms.
At hearing, Division and Company witnesses explained the Stipulation and were cross-examined. To
provide a context for the Stipulation, all witnesses who filed testimony on the gas processing issue
presented that testimony at hearing and were cross-examined. The Committee's pre- and post-Stipulation
opposition to cost recovery is unchanged. Subsequent filing of an Allocation and Rate Design
Stipulation, attached as Appendix 4, removes other intervenors' objections to gas processing cost
recovery. We begin with a summary of these positions.
The Company testifies that it approached Utah regulators in early 1998 to explain the effect of the
increasing amounts of low-BTU central-Utah coal seam gas entering its system. This gas is transported
by affiliate Questar Pipeline Company. Though it contains high levels of inert carbon dioxide, the gas
meets QPC pipeline specifications. Thus, the Company asserts, QPC is obligated under Federal Energy
Regulatory Commission ("FERC") open-access rules to accept it. A "major safety risk" and an "acute
problem that required relatively rapid analysis and response" are posed, the Company states, by this gas.
The Company believes declining BTU content ultimately will require changing appliance set points in
the QGC service territory. If this were attempted at once, the cost is unacceptably large - over $100
million. When the magnitude of the coal seam gas problem became apparent in early 1998, the
Company reports that research had just shown carbon dioxide removal would permit safe consumption
of the coal seam gas. Providing this processing, it concluded, was the only option among those
considered that it could implement in time to assure customer safety.
QGC thereupon contracted with QTS for cost-of-service gas processing service. Its testimony supports
the choice of QTS as best both for getting the job done on time and for providing the service less
expensively, at cost-of-service. Others, the Company testifies, would not have been satisfied with
regulated rate of return. In the Company's view, carbon dioxide processing has successfully permitted it
to manage BTU content as required by Commission Rule R746-320-2.B while meeting the goals of
timeliness and assured customer safety.
The Division testifies that QGC's decision to enter the gas processing contract was "not entirely
prudent," in part because of the influence of affiliate relationships. In Docket No. 98-057-12, Division
witnesses concluded the QGC decision appeared to have been driven by the interests of Questar

Corporation rather than the interests of QGC's customers. Affiliates, by Division calculation, could
realize $6.3 million per year in revenues for gathering, transporting, storing, and processing coal seam
gas. Thus, the Division asserts, the Company did not pursue relevant options such as refusing to take
this gas. It did not, as a further example, seek changes in QPC's pipeline specifications at the FERC.
Once it had decided to pursue gas processing, the Division says, QGC did not bid the entire gas
processing project but contracted with an unregulated affiliate.
The Division testifies in Docket No. 98-057-12 that a well-documented QGC decision process, showing
how all available alternatives were objectively analyzed, that is, at arms-length from affiliate interests,
and the reasons why gas processing is the best among them, does not appear to exist. As a result, and
even with the added time afforded by the present Docket, it cannot determine whether the choice of gas
processing, and the contract which facilitates it, is prudent. Conversely, the Division testifies, it cannot
conclude the choice was imprudent observing, instead, that it was "not entirely prudent." Based on this,
and its conclusion that gas processing has effectively solved a real problem of customer safety, it
therefore in the present Docket seeks a reduction in gas processing expense recovery. A reduction also
can be supported, the Division testifies, by reducing plant depreciation expense and offsetting
processing costs with the net revenues handling coal seam gas provides QGC's affiliates.
The Division's recommendation for reduced expense recovery is further supported by its analysis of the
likely outcome had the Company pursued a case at the FERC. On equity and efficiency grounds, it
argues a good case could have been made for requiring gas producers or shippers to pay processing
costs. Since the southern pipeline, where gas enters the QGC system, was built to bring high quality gas
to QGC customers, the shipper, QGC, which pays the bulk of pipeline costs, should expect delivery of
gas of required quality. Pipeline specifications should have been set accordingly. In view of the fact that
this has not occurred, the Division believes an equity issue exists.
The Division terms the safety risks and mitigation expense caused by the entry of coal seam gas into the
QGC distribution system a "substantial external cost." Its economic analysis establishes that if producers
of the coal seam gas do not bear ("internalize") these external costs, inefficient resource production and
consumption decisions will occur.
Had QPC refused the coal seam gas, the Division believes producers would either have processed it
themselves or appealed to the FERC to force pipeline delivery. The basis for refusal of this gas is found
in paragraph 13.5 of the QPC tariff, which states: "Questar shall not be required to accept gas at any
point of receipt that is of a quality inferior to that required by shipper or a third party at any point of
delivery on Questar's system."
The Division speculates that the worst outcome if the issues had been taken to FERC is an order
requiring QPC to deliver the gas but, to prevent the safety problem on QGC's system, after processing.
QGC, as the largest shipper, may have been required, on a volumetric basis, to pay most of the
processing costs. Other alternatives include requiring producers, as beneficiaries of open access, to pay;
enforcing paragraph 13.5 as a reasonable way to maintain open access without imposing tighter pipeline
specifications; and - QGC's position in the present Docket - requiring QGC as the entity whose high
BTU requirements might be considered the cause of the problem, to pay. Given uncertainty about these
outcomes, the Division seeks a reasonable middle ground. This middle ground, it testifies, is its
recommendation to disallow half the processing costs for which QGC seeks recovery.
The Large Customer Group ("LCG") cites the ratemaking principle of cost causation to argue that QGC
customers should not pay gas processing costs. LCG believes affiliate relationships influenced the QGC
choice of gas processing. It presents an economic analysis similar to that of the Division which
concludes that gas processing costs should be borne by gas producers in order to prevent inefficient

production decisions. Notwithstanding these arguments, LCG, as a party to the Allocation and Rate
Design Stipulation withdraws its opposition to recovery by customers of gas processing costs.
Recovery in rates of gas processing costs, the Committee testifies, is not supported by the record and is
not in the public interest. To develop this position, the Committee relies on the ratemaking principle of
cost causation. It believes the record is clear that, absent coal seam gas, a general decline in the BTU
content of the gas supply would have been handled by QGC without gas processing. It is, the Committee
asserts, coal seam gas production, and transportation by QPC, that causes the processing requirement.
Because this is the cause, producers, the pipeline, or both, should bear processing costs. The Committee
disputes the QGC assertion that the cause of the problem is the high BTU requirement of the QGC
system and hence customer safety.
In no other case, the Committee states, does a local distribution company like QGC directly pay the
costs of gas processing. If processing instead is part of the cost of a particular gas supply, the Committee
argues, QGC can make an economic decision whether or not to purchase it.
The Committee supports its position by reference to the economic analyses submitted by Division and
Large Customer Group witnesses which conclude that, on equity and efficiency grounds, QGC
customers should not bear gas processing costs in the manner proposed by the Company. The
Committee believes QGC's choice of the processing option shows the influence of affiliate relations. It
relies in part on Division testimony to the effect that QGC affiliates realize several million dollars per
year of benefits from gathering, transporting, storing, and processing coal seam gas. It cites FERC
decisions in which processing costs have been imposed on producers to support its contention that
options QGC did not pursue — among them, requesting tighter pipeline specifications, imposition of
paragraph 13.5 — are not only likely to have borne fruit but are demonstrably in the public interest
whereas gas processing paid by QGC customers is not. An unaffiliated local distribution company, the
Committee claims, would not have selected this option, but, with clear prospects for success, would
have taken its case to FERC.
The following reasons are given by the Company and the Division for the alterations in their positions
which led to stipulation. The Division believes the safety problem for customers caused by low-BTU
coal seam gas is real and that gas processing is effectively solving it. Combined with its inability to
conclude that the decision to enter the contract is imprudent, this leads the Division to support recovery
of 50 percent of processing costs. Though the Stipulation would permit the Company to recover $5
million (about 68 percent of its original request), the Division cites as an offsetting factor the
Stipulation's limitation of recovery to a maximum of $5 million per year for a five-year period beginning
June 1999. By setting a maximum on recovery and limiting the term, the Division believes ratepayer
risk is mitigated and effectively capped. The Stipulation also gives regulators the opportunity to argue,
in subsequent dockets during the five years, the case for recovery of a lesser amount. In the sixth year,
the Company must make the case for recovery of anything at all. As a result, ratepayers no longer are
responsible for all gas processing costs. To reach this, the Division agrees to give up a claim to revenues
generated by processing gas for third parties. At present, this is a small amount and it is expected to
remain small so long as QGC requires most or all of the processing facility's capacity. Ratepayers are
protected by the cap from the effect of other factors, such as construction of Mainline 104, a pipeline
which may carry coal seam gas away from the QGC system, thus reducing the processing requirement,
the Division states. For the Company, the Stipulation recognizes the Company's obligation to manage
BTU content to protect customer safety and reasonably resolves a cost recovery issue in doubt for two
years.
As the record on a dispute that has carried through two dockets has developed, we face the question

whether the contested C 0 2 Stipulation resolves it in a way that is both reasonable and in the public
interest. The answer turns first on the problem that lies at the heart of the issue. QGC asserts the problem
is customer safety; CCS, production and transportation of coal seam gas. It turns second on whether we
must rule on the decision to enter the contract (whether prudent) or instead can examine the outcome of
that decision (whether reasonable).
QGC maintains that its long-standing but unusually high BTU requirement creates a safety problem for
customers when lower-BTU coal seam gas enters its system, an occurrence it says cannot be prevented.
As a public utility, QGC argues it is obligated to redress the problem effectively and is entitled to
recover from customers the reasonable costs of doing so. The Committee rejects this description of the
problem and its cost-recovery consequence. In its view, the problem is production and transportation of
low-BTU coal seam gas; it follows that producers, shippers, or both, are the parties from which cost
recovery must be sought.
We believe this difference in problem statement is relevant to the period before coal seam gas was
recognized as a specific problem requiring swift and effective action, that is, as distinct from the earlier,
and as the Company testifies, continuing general decline in the BTU content of gas supplies of which
the presence of coal seam gas was but a part. The record shows this to have been prior to early 1998,
during which time the Company considered a number of options. The significance of coal seam gas was
growing during the 1990's, but, the Company testifies, it was not until late 1997 or early 1998 that its
increasing volumes became a significant threat. At that point, the Company states, research revealed that
removal of carbon dioxide would permit the safe consumption of coal seam gas in customers'
appliances. Once coal seam gas became a persistent threat to the BTU content of QGC's gas supply,
customer safety was threatened and an effective response was mandatory.
The record is insufficient to permit us to determine whether the Company's analysis of options prior to
early 1998 was sufficiently objective and thorough, that is, to reach a conclusion whether options were
ruled in or out as a result of the influence of affiliate interests. Nor can a sufficient record be developed.
We address this further below. The record leaves no doubt, however, that by early 1998, the number of
effective alternatives had narrowed to two: process the coal seam gas or keep it off the distribution
system. QGC chose to process the gas. If the gate had been closed to coal seam gas, QGC states,
demand on the southern part of its system could not have been met. This assertion is uncontroverted.
The most troubling question is whether the contract between QGC and its unregulated affiliate, QTS,
was prudently entered. The Company applied for a decision on it in Docket No. 98-057-12, but not in
the present proceeding, where the Committee keeps it alive by asserting that the decision to enter the
contract is imprudent and recovery from customers of gas processing costs incurred pursuant to it is
unreasonable. Clearly, QGC has the burden to demonstrate the decision to enter the contract is a prudent
one. Parties differ as to whether it did so successfully. But whether or not QGC met this burden, we can
and do conclude that its decision to procure gas processing has yielded the required result, that is, it has
effectively protected the safety of its customers. This means the costs of gas processing can be
legitimately recovered in rates. The amount that should be recovered remains to be determined.
Having accepted the Company's representation that the problem at issue here is customer safety, and that
gas processing is a reasonable way to meet it, it remains to decide the amount of gas processing costs
that reasonably should be recovered. Two discussions on the record help us to reach this decision. Both
concern the likely outcome had FERC considered the issue of who ought to pay to process gas. The
Committee asserts that the argument that producers or shippers or both would have been assigned cost
recovery responsibility had a strong likelihood of success. Two FERC cases on point are cited as
support. But QGC in response argues cases offering a different view and contends the facts of the

present case and the two cases are different. This dispute is hypothetical; we do not find sufficient record
support to suggest the probable outcome had the case gone to FERC.
The Division confronts this uncertainty in a different way by focusing on the probable consequences of
alternative FERC decisions ranging from assigning full cost recovery to producers, assigning these
costs, because of the characteristics of its system, to QGC, and alternatives in between. This is a useful
way to consider the uncertain outcome of a case that would have been vigorously contested. The
Division analysis, which we have summarized above, leads it to recommend recovery of 50 percent of
gas processing costs. We therefore find record support for a conclusion that a significant share of the
cost recovery burden would have been a QGC, and therefore a local-distribution customer,
responsibility.
On this basis, we further conclude that the Stipulation reasonably resolves the gas processing cost
recovery dispute. The Company testifies that the settlement, which allows it to recover but 68 percent of
the costs of gas processing, is reasonable. From its point of view, there is value in ending a two-year-old
dispute. The Division settles for recovery not of its recommended 50 percent but of 68 percent of the gas
processing costs because the Stipulation caps the amount at $5 million per year for a period of five
years. This, the Division holds, effectively caps and mitigates the risks to which ratepayers are exposed.
Under terms of the Stipulation, regulators can audit gas processing costs in each of the five years and
can recommend recovery of something less than the $5 million. Thus the Division argues the tradeoff to
permit recovery of a greater portion of the costs but to cap the recovery at a maximum and to mitigate
the risk ratepayers bear by limiting the applicable period to five years is both worthwhile and
reasonable.
We conclude that the Stipulation offers a fair and reasonable settlement of the cost recovery issue. We
accept the Stipulation.

F. NON-REGULATED POSTAGE EXPENSE
QGC seeks recovery of $2.3 million expended for postage to mail bills to customers during the test year.
No party disputes this amount as a reasonable postage cost. The Division, as it did successfully in
Docket No. 99-035-10, argues for a reduction in recoverable expense owing in large part to the effect of
an intervening affiliate relationship. With correction of an arithmetic error and adoption of a
modification suggested by the Company, both of which reduce the adjustment amount, we accept the
Division's recommendation.
The Company mails bills to customers monthly. Postage for each is approximately 26 cents. Gaslight
News, a newsletter used by the Company to communicate with its customers, is included in the billing
envelope a number of times each year. It contains educational and safety messages about natural gas
utility service, and from time to time carries corporate image-building and promotional statements and
messages about the services and products sold by its unregulated affiliate, Questar Energy Services
(QES). Often, the billing envelope will contain flyers advertising these unregulated services and
products. The subjects appearing in Gaslight News, the number of times each year it is sent to
customers, and whether to include advertising flyers in the envelope, are matters of management
discretion. Neither the flyers nor the newsletter, however, increase the postage required to mail the bill.
As presented by the Division, the issue is whether recoverable postage cost should be reduced by
allocating a share to an unregulated function and disallowing another share incurred to disseminate
institutional and promotional advertisements. Commission Rule R746-406-1 prevents recovery of the

costs of such advertisements from ratepayers, ("no electric or gas utility may recover from a person,
other than shareholders or other owners of the utility, a direct or indirect expenditure by the utility for
political, promotional or institutional advertising." Emphasis added.) The Division's final position is a
recommended disallowance of about 37 percent, or $860,000, of the $2.3 million incurred for postage
during the test year. The Company opposes the adjustment. No other party testifies on the subject.
In all principal respects the issue here is the same as that considered and resolved by the Commission in
Docket No. 99-035-10, a PacifiCorp general rate case (Report and Order issued May 24, 2000, pages 26
- 29.) There, the Commission concluded that postage cost must be shared in order to correct an inequity
and to prevent subsidization of unregulated business activity by the customers of the regulated utility.
QGC raises two points not fully addressed in that Docket. We consider whether these, and renewed
argument on points previously found persuasive by the Commission, now necessitate a different
conclusion.
Economic regulation of public utilities has long understood, and we have repeatedly acted upon this
understanding, that affiliate transactions can be used by the controlling corporate entity as the means to
exceed the rate of return allowed by regulators as a cost of providing utility service. When the utility
provides a product or a service to an affiliate company, this Commission's decisions require a charge for
it which reflects the higher of the cost the utility incurs to provide the product or service (the embedded
cost), or an appropriate market price for it. The higher-of-cost-or-market policy protects ratepayers and
prevents the subsidy that otherwise would flow from the utility to the affiliate. In the PacifiCorp Docket,
the Commission concluded that an inequitable result and a subsidy would occur if the shared costs of
providing mailing service were not allocated to the utility and the affiliate.
Nothing on the record in the present Docket causes us to revise this analysis. But, as the Commission
stated in the prior Docket, this regulatory prescription holds unless it would prevent a transaction which
benefits both the Company and its ratepayers, in which case it may be appropriate to consider
incremental rather than embedded costs. The Company's assertion that ratepayers benefit from the QES
advertisements, plus the fact that incremental postage costs are zero, form the basis of its opposition to
the Division's proposal to allocate these costs.
Our review of this record reveals two points raised by the Company which must be considered as we
evaluate its position. The first point is the assertion that ratepayers do benefit from the receipt of
messages about unregulated products and services, making incremental costs rather than embedded costs
the appropriate decision criterion. The second point is a QGC claim that an attempt to recover postage
costs by charging QES for mailing its advertisements would force QES to cease mailing anything in the
QGC bill. As a consequence, states the Company, it would not recover a reasonable cost of providing
utility service.
The presumption of reasonableness regulators typically accord management's decisions to incur costs to
provide utility service is absent when the costs arise in an affiliate relationship. (US West
Communications, Inc. v. Public Service Commission of Utah, 901 P. 2d 270, 274 (Utah 1995) "[W]e do
not think an affiliate expense should carry a presumption of reasonableness.") Because of this, we must
note that the two points are assertions rather than the conclusions of arguments fully developed on the
record.
First, QGC opines that ratepayers benefit from advertisements for the products and services of
unregulated affiliates and so incremental rather than embedded costs should be considered in order that a
transaction beneficial not only to the Company and its sister entities, but to ratepayers, is not prevented.
Our review of the record to substantiate the claimed ratepayer benefit reveals survey results showing
that only 41 percent of QGC's customers believe use of the billing envelope to advertise the products

and services of unregulated affiliates is acceptable. On this basis, the Division avers that unregulated
messages do not benefit ratepayers. The Company interprets the results the other way: 41 percent might
find the messages useful. Since the survey is apparently silent on the point, each party is speculating.
The Company's statement that QES will cease using the billing envelope if it is charged for postage, in
the amount indicated by the Division's proposed disallowance, is germane as an indirect indication of
ratepayer value. According to the Company, QES does not find the advertisements useful enough ratepayer response to them is low — to justify that level of expense to mail them. Ratepayer value must
be less than the cost of mailing advertisements to them. These considerations support a conclusion that
ratepayers would not be harmed if adherence to the embedded-cost approach prevented placement of
messages from QGC's unregulated affiliate in the regulated services billing envelope.
Before reaching this conclusion, we consider a statement in the Company's final brief. There, the
Company declares: "Questar Corporation and Questar Gas believe that the corporate entity is entitled to
utilize the economies of scale and scope among its subsidiaries as long as this use does not disadvantage
the utility customers of Questar Gas." By asserting that an adverse ruling may prevent the realization of
economies of scale and scope, the Company may simply be rephrasing its position that incremental
costs, which in this case are zero, rather than embedded costs are an appropriate basis for a decision. It
appears the assertion is that if mailing costs are allocated, QES will forego the opportunity to use the
billing envelope, an opportunity which would have advanced Questar Corporation's interests.
Though "economies of scale and scope" are undefined terms on this record, they are common enough in
the discipline of economics, where economies of scale are held to exist if the average cost a company
incurs to produce a product falls as the level of output of the product expands. The record, which
contains nothing on scale economies, leaves open the question whether they exist in the case before us.
The record does not suggest a relevant application of the concept here. Furthermore, if scale economies
do exist here, the effect would be to reduce mailing costs for both the utility and the affiliate, thereby
reducing revenue requirement. Economies of scope, the possible application of which is also not
developed on the record, in theory exist when a single entity can produce two or more products at lower
total cost than would be experienced if each instead were independently produced by separate entities.
We are aware that, within the law, Questar Corporation may organize as it sees fit, and that the utility
may pursue unregulated business activities. A decision to allocate mailing costs does not dictate
organizational structure. Our concern rests with the transactions of the regulated utility.
On this record, QES has inferior, though lower in postage cost, alternatives by which to mail its
advertisements. If one of these were used in order to save money, QES, as the Division testifies, would
lose the benefits of direct association with QGC. A tangible benefit is free use of QGC's customer
mailing list, which QES would otherwise have to acquire for a price, to target a specific audience. An
intangible benefit is the goodwill and brand identification that comes from immediate association with
the company that for decades has successfully provided home energy. It is not so simple, therefore, to
argue, if this is the Company's intention, that direct assignment of all postage cost to the regulated
utility, when both affiliate and utility benefit, is a legitimate case of the corporation realizing economies
of scope. In order to adequately address economies of scope, information covering Ihe costs of
alternatives available to QES to distribute its advertisements, the value of tangible benefits like access to
QGC's customer mailing list, and the value of intangible benefits like goodwill and brand identification
would be required.
Applicability of the statement in the Company's brief is limited by its own terms to incidences when no
disadvantage to ratepayers arises. We find, however, that ratepayers are disadvantaged if postage cost is
not allocated. The Division argues an opportunity cost is involved. Not only are revenue requirement
and therefore rates reduced when costs are allocated ~ the opportunity cost is the failure to do so — but

the Company could sell to other companies the envelope space that it gives free to its affiliate. The
opportunity cost is foregone revenue, and this too would decrease rates.
All this is merely to entertain the Company's declaration about scale and scope economies. We intend no
implication for policy other than that which flows from the decision to allocate postage costs in order to
resolve an inequity and to prevent the subsidization of an affiliate. We conclude that the use of
embedded costs in the higher-of-cost-or-market test remains appropriate because the record does not
support the Company's assertion that ratepayers benefit from the affiliate's advertisements.
Second, the Company asserts that refusal to permit full recovery of postage costs from utility ratepayers
will deprive it of the opportunity to earn the allowed rate of return because the affiliate will cease using
the billing envelope to distribute messages and accordingly will not pay any of the allocated postage
cost. The Division labels this claim "hearsay," and indeed, the Company's witness merely says he talked
to persons from QES who told him so. A Commission finding cannot be based on hearsay alone.
The Company, however, also informs us that QES does not include its advertisements in billing
envelopes if doing so increases the postage required. Be this as it may, we have no knowledge of QES's
advertising plans or budget, and nothing save the Company's assertion about the possible impact of a
postage charge to reveal the considerations which might lead QES to place, or not to place, its messages
in QGC's bills. We have no jurisdiction over QES so this information is not readily accessible. Common
sense tells us postage cost is but one among the factors which could drive the affiliate's decision.
Therefore, we cannot on this record conclude that a decision to allocate postage costs by itself will end
QES's use of QGC's billing envelopes, thus depriving QGC of the opportunity to recover legitimate and
reasonable costs of providing utility service. If this were the case, however, it would be recognized in
the Company's next general rate case.
Having fully considered the proposed adjustment and arguments against it, we conclude that the higherof-cost-or-market test is applicable in this case. The Company's assertion of ratepayer value is
unsupported on this record and is rejected. Its claim that incremental costs should guide the decision
therefore fails. We also reject the assertion that an allocation of postage costs will deprive the Company
an opportunity to recover all legitimate and reasonable costs of providing utility service.
QGC also asks the Commission to apply prospectively any decision reached to allocate postage costs, to
give it time to alter its behavior without facing a revenue requirement "penalty." We cannot reach a
decision about the costs of providing utility service that are legitimate and reasonable for recovery in
rates and fail to act upon it. Here, we have decided that a portion of postage cost should not be recovered
from ratepayers. To place it in revenue requirement nonetheless, in order to send the Company a
message about a new regulatory requirement and so to allow it time to alter its behavior, would be
improper. This is particularly true because the record does not allow us to conclude that the affiliate will
cease to use the billing envelope to distribute its messages if doing so is no longer free. Under these
circumstances, the greater harm is to ratepayers, who would have no option but to continue buying
Company-supplied natural gas at rates higher than they ought to be. The decision to allocate postage
costs will be reflected in the rates for service this Report and Order makes effective.
The adjustment to postage costs we will allow is a reduction of $607,906, derived as follows. First, the
Division calculates a cost per piece mailed in the billing envelope of approximately 14 cents. This is
incorrect. The proper amount, as the record shows, is 11.2 cents each. Second, the Division adjusts for
the effects of both unregulated messages and unrecoverable advertisements. We agree this should be
done, but find the Division has

mis-estimated the proportion of these at 50 percent of the GasLight News content. The record for the test
year shows, as the Company argues, that the correct figure is approximately nine percent. We agree. We
reject the contention, which is the Division's rationale for the 50 percent adjustment, that management
control of GasLight News content makes equally likely (that is,
50 - 50) the presence of permissible and impermissible messages. Applying both corrections reduces the
Division's proposed adjustment to $607,906.

G. LOW INCOME WEATHERIZATION PROPOSAL
The Salt Lake Community Action Program and the Crossroads Urban Center propose a low-income
weatherization program which would make available $250,000 to weatherize the residences of lowincome Company customers. The funds, which would come from general rates, would supplement the
efforts of the Utah Department of Community and Economic Development (DCED). This approach
would minimize administrative expenses. Benefits of the program cited by SLCAP/CUC include
reducing the energy burden (percent of household income spent for energy, primarily electricity and
heating fuel) of the participants, promoting
cost-effective energy conservation and economic development, and leveraging federal funds to meet the
requirements of federal law. Testimony indicates that the savings to participants could be substantial.
National estimates are that weatherization programs save an average of $193 per year, and yield nonenergy benefits of $976, over the life of the weatherization measures. These programs can improve
safety in low-income residences as some families are reluctant to request utility assistance for fixing
faulty appliances fearing the appliance will be shut off. SLCAP/CUC argue the program will not overly
burden non-participating customers as its cost per residential customer will be approximately $.03 per
month. In addition, these expenditures may be offset if the program reduces the costs of collections and
problem accounts.
The Committee believes the weatherization program will decrease energy burden, promote conservation,
conserve a nonrenewable resource, provide environmental benefits, and promote safety by repairing
faulty appliances which may endanger lives. The Company does not oppose the program as long as the
financial impact on customers is minimal. With the exception of IGU, which argues in its final brief that
such proposals are better handled by the legislature, intervening parties do not oppose the program. Four
public witnesses testify in support of the program; one opposes it.
We conclude that ratepayer funding of the proposed weatherization program is in the public interest and
will allow recovery of the expenditure through general rates. In support of this conclusion, we find that
the program meets the criteria set forth in the Commission's May 24, 2000 Order approving a lifeline
rate in Docket No. 99-035-10. In addition, we find that this program will promote cost-effective energy
efficiency measures that will conserve resources and provide environmental benefits. The program will
minimize administrative costs while providing benefits to participants and nonparticipants. The program
also addresses a safety issue that may otherwise be difficult to alleviate. For these reasons, we approve
the funding of $250,0000 for weatherization to be administered by DCED.

H. IMPUTED INCOME TAX CALCULATION
Test-year income taxes are calculated based on adjusted test-year results in which the deduction for
interest expense is obtained as the product of the weighted cost of debt and the adjusted rate base. This

method of determining interest expense is often referred to as "interest synchronization." The income tax
calculation includes the South Georgia Deferred Income Tax Amortization of $921,470 and Section 29
Income Tax Credits of $1,878,374. Income taxes are calculated using a federal income tax rate of 35
percent and an effective state income tax rate of 4.6537 percent. In the computer model of the
Company's results of operations, each of the previous adjustments has an associated income tax effect.
This adjustment is the difference between the calculated test-year income taxes and the sum of income
taxes reported on an unadjusted basis and the income taxes associated with all previous adjustments. It
has been used in the Company's previous general rate cases and is undisputed in this case. It increases
system income taxes by $1,012,285.

I. SUMMARY
A summary of the effect of our decisions is shown in Appendix 1, attached to this Order. In conjunction
with the Company's reported unadjusted results of operations, the decisions reached in Sections A
through H establish the adjusted results of system operations. The adjusted system results, including
both gas supply and distribution non-gas results, are then apportioned to the Wyoming and Utah
jurisdictions. The Utah distribution non-gas results are then separated from the total Utah results. This is
the basis for determining the change in distribution non-gas revenue requirement. In order to calculate
revenue requirement, we have used the values of those adjustments support by the Division in Section
D. Given our decisions, the change in distribution non-gas revenues ordered in this Docket is
$13,497,484, an amount necessary to provide the Company an opportunity to earn an allowed rate of
return on equity of 11 percent, or an allowed rate of return on rate base of 9.8226 percent, based on a
1999 test year. Of this amount, an interim award of $7,065,000 granted on January 25, 2000, is currently
being recovered in rates.

III. PRICING OF TARIFFED RATE SCHEDULES
Our practice is to employ an acceptable class cost-of-service study to guide the apportionment or spread
of adjusted jurisdictional revenue requirement to classes of service. The design of rates in each class
follows established ratemaking principles.

A. COST OF SERVICE AND SPREAD OF REVENUE INCREASE
1. Bad Check Fees
The Company currently charges $15.00 for customers' returned checks but proposes to increase the
amount to $20.00, the maximum amount allowed by Utah law. In support of its proposal, the Company
testifies that the average cost to process a bad check through the system is $20.34, and that most
merchants and businesses charge $20.00. Neither the Division nor the Committee takes a position on
this issue. We approve the Company's proposal, which increases revenues by $37,400. This amount is
already included in the determination of revenue requirement in Section 2.C above.
2. Home Energy Evaluations
The Questar Gas tariff currently includes a fee of $15.00 for performing home energy evaluations. The
Company proposes to remove energy evaluations from the tariff. It has not actively performed home

energy evaluations for over ten years, and almost no evaluations have been done in the last five years.
Since customers no longer ask for evaluations, the Company is no longer staffed to provide the service.
The Division takes no official position on this issue in this Docket, but supports the proposal. The
Committee takes no position. We approve the Company's proposal, which has no revenue requirement
effect.
3. Separation of Firm Transportation Into Bypass and Non-Bypass Schedules
The firm transportation rate is open to customers who meet the tariff provisions and who have bypass
options. The Division testifies that since its adoption in 1994, some customers not intended to qualify
for service on this schedule have done so even though their volumes do not meet the minimum bill level.
These customers simply pay the minimum bill.
The Company proposes to address this problem by creating two rates. FT-1, a bypass rate intended to
retain customers having alternative transportation options, would continue the existing FT rate including
any percentage increase resulting from this proceeding. Eligibility would be limited to customers having
annual usage of more than 4 million decatherms or annual usage of at least 100,000 decatherms and a
location within five miles of an interstate pipeline. FT-2, a non-bypass rate, would be available to firm
transportation customers who do not qualify for the FT-1 rate. The FT-2 rate would be allocated a
uniform percentage increase of the final revenue deficiency in this proceeding. The Division supports
this proposal. It is adopted by parties to the Allocation and Rate Design Stipulation.
The Committee, which is not a party to this Stipulation and opposes it, calls attention to the public
witness testimony of one of the members of LCG. LCG is a party to the Stipulation. This entity, Central
Valley Water Reclamation District, would not qualify for the FT-1 rate but desires to receive service
pursuant to its terms. The Committee worries that there may be other large customers who similarly will
request special consideration. The Commission, having the ability to address a customer's claim of
uniqueness, does not find the Committee's concern sufficient reason to reject the firm transportation rate
design proposal which is otherwise unopposed and reasonable. We will accept the Company's proposal
to create FT-1 and FT-2 rates as stated in the Stipulation.
4. Allocation of C02 Gas Processing Costs
Carbon dioxide gas processing costs approved for recovery in rates must be allocated to classes of
service. Prior to the Allocation and Rate Design Stipulation between the Company, the Division, the
Large Customer Group, and the Industrial Gas Users, submitted June 6, 2000, the Division
recommended allocating gas processing costs based on the volumes each class consumes. The Division
reasons that because the FERC open access policy in theory benefits all, but particularly transportation,
customers through increased gas flow and lower well-head prices, all customers should share in cost
recovery. A volumetric allocation would produce an appropriate cost sharing among classes, it believes.
The Committee adopts this position.
Pre-Stipulation, the Company proposed to allocate the costs in the same relationship as the sum of all
other costs in the test year, using a system overhead allocation factor. LCG advocated the number of
customers in each class as the allocation basis. No other party testifies on the issue.
The Allocation and Rate Design Stipulation proposes a "double weighted" allocation, described in the
Stipulation, as the fair settlement of this dispute. This allocates about five percent of gas processing
costs to transportation customers, more than the Company's original proposal but eliminating
transportation customers' opposition to recovery by them of much gas processing cost at all. Residential

and other sales customers, however, for whose safety the gas processing was undertaken, would be
responsible for recovery of about 95 percent. Though the Division continues to believe that
transportation customers should pay as much of this cost as feasible, it now agrees that a volumetric
allocation, which would allocate approximately 23 percent of gas processing costs to transportation
customers, would raise their rates about 50 percent. An increase of this order poses the likelihood of
bypass. On reflection, the Division perceives its original proposal as a short-run solution with probable
and unacceptable long-run consequences. Were bypass to occur, fixed costs allocated to these customers
would no longer be recovered from them but would become the responsibility of all remaining
customers. In the long-run, the Division states, bypass would produce a cost responsibility for remaining
customers about the same as that in the Stipulation. LCG testifies that transportation customers can
adapt gas-using equipment to the higher carbon dioxide levels of coal seam gas and thus bear no part in
the safety concern advanced by the Company as the reason for gas processing. LCG opposes a
volumetric allocation of the costs, but supports the share it would bear as a result of the Stipulation. The
Committee opposes recovery of gas processing costs, but supports the Division's original position
advocating a volumetric basis for allocation should the Commission permit recovery of these costs from
ratepayers. The Committee opposes the Allocation and Rate Design Stipulation.
Except for the Committee's opposition to recovery of gas processing costs and its adoption, in the
alternative, of the Division's original allocation proposal, the Stipulation provides an allocation method
all other parties agree is a fair and reasonable settlement of their differences. Less of these costs are
allocated to transportation customers than the Division would prefer, and more than the transportation
customers argue they conceivably could be responsible for on a cost-causation basis.
In considering the Committee's opposition to the Stipulation's method of allocating gas processing costs,
and its adoption of the Division's original position, we are persuaded the reasons the Division abandons
that position are correct. Its argument for a volumetric allocation does not support a nearly 50 percent
increase in costs for transportation customers, particularly if bypass, which shifts responsibility for fixed
cost recovery, is the consequence. This possible result suggests the initial Division proposal may not
achieve its cost-allocation purpose. The Division also defers to the argument that transportation
customers bear no part in the safety problem gas processing addresses. A volumetric allocation of gas
processing costs, we conclude, cannot be supported on this record. The settlement offered by the
Stipulation, which will allocate about five percent of gas processing costs to transportation customers, is
reasonable and we will accept it.

5. Spread of Increase in Revenue Requirement
The Company proposes a spread of the revenue increase, excluding C02 processing costs, to all classes
of customers by a uniform percentage increase, an approach which compares closely to the class cost-ofservice study results and is consistent with prior rate cases. Based on our prior decisions in this order,
the initial revenue increase to be spread to classes on a uniform percentage basis, excluding C02
processing costs, is $8,497,484. The revenues from tariffed rate schedules (where revenues from
Connection Fees and New Premise Fees are included in the revenues for GS-1 and GS-S rate schedules)
and Account 486.0, Natural Gas Vehicle Equipment Leases, are each increased by 4.4614 percent. The
resulting initial revenues, i.e., adjusted test-year revenues plus the spread of $8,497,484, are shown in
the first column of Table 1, below.
Excluding the Natural Gas Vehicle Equipment Sales and Leases, the Bypass Firm Transportation (FT-1)
rate schedule, and other revenues (Accounts 487 and 488, and Colorado revenues), the Non-Bypass
Firm Transportation (FT-2) rate schedule accounts for 0.7442 percent and the Interruptible
Transportation (IT and IT-S) rate schedules for 1.7455 percent of the initial class revenues. The

Allocation and Rate Design Stipulation calls for doubling the percentage weight for IT/IT-S and FT-2
schedules to 3.4911 percent and 1.4883 percent, respectively. The other schedules receive a pro rata
sharing of a 2.4897 percent reduction. The resulting allocation of C02 processing costs to rate schedules
is summarized in Table 1.
Table 1: Allocation of C02 Processing Costs
Rate Schedule

Initial Revenues1

Initial Wei

g h t i "g

187,616,373

95.4686%

F-1

3,009,275

1.5313%

F-3

219,459

0.1117%

Bypass Firm Trans., FT-13

1,880,249

n.a.

Non-Bypass Firm Trans., FT-22

1,462,416

0.7442%

Natural Gas Vehicle Sales

351,007

n.a.

Natural Gas Vehicle Leases

213,139

n.a.

Interruptible Sales

783,685

0.3988%

Interruptible Transportation

3,430,335

1.7455%

Accts 487 & 488, Colo. IC

5,992,599

n.a.

204,958,537

100.0000%

GS-1, GSS2

Total

Double Weighting

Pro-Rata Reduction

Total Weighting

-2.4375%
-0.0391%
-0.0029%

93.0311%

4,651,553

1.4922%

74,609

0.1088%

5,441

n.a.
1.4883%
n.a.
n.a.

n.a.

0.7442%

-0.0102%
1.7455%

2.4897%

-2.4897%

Allocation o f C

0 2 Costs

74,415
n.a.
n.a.

0.3886%

19,430

3.4911%
n.a.

174,553

100.0000%

5,000,000

n.a.

Includes Adjusted Test-Year Revenues of $196,461,053, an increase of $8,497,484 based on uniform 4.4614 percentage spread.
2

Includes Service Initiation and New Premise fees

Firm Transportation (FT) split 56.25 percent to FT-1 and 43.75 percent to FT-2.

Based on an initial revenue increase of $8,497,484 spread to rate classes on a uniform 4.4614 percentage
basis and a revenue increase of $5 million based on the Allocation and Rate Design Stipulation,
presented in Table 1 above, the spread of the final increase in revenue requirement is summarized in
Table 2 which follows.

Table 2: Spread of Final Increase In Revenue Requirement
Rate Schedule

Adjusted Revenues
179,603,609

Percent Change
7.05%

Change In Revenues
12,664,317

Final Revenues
192,267,926

Cost Of Service
192,276,784

Difference COS - Rev.
8,858

Bypass Firm Trans., FT-12

2,880,754
210,086
1,799,947

7.05%
7.05%
4.46%

203,129
14,814
80,302

3,083,883
224,900
1,880,249

3,018,176
111,069
n.a.

(65,708)
(113,830)
n.a.

Non-Bypass Firm Trans., FT-22

1,399,959

9.78%

136,872

1,536,831

n.a.

n.a.

336,016
204,036
750,215
3,283,831
5,992,599
196,461,052

4.46%
4.46%
7.05%
9.78%
0.00%

14,991
9,103
52,900
321,056
0

351,007
213,139
803,115
3,604,887
5,992,599
209,958,537

n.a.
n.a.
923,572
3,655,109
n.a.

n.a.
n.a.
120,458
50,222
n.a.

GS-^GSS

1

F-1
F-3

Natural Gas Vehicle Sales
Natural Gas Vehicle Leases
Interruptible Sales
Interruptible Transportation
Accts 487 & 488, Colo. IC
Total

13,497,484

Includes Service Initiation and New Premise fees
Firm Transportation (FT) split 56 25 percent to FT-1 and 43 75 percent to FT-2

Only the Committee suggests it may be more appropriate to spread the revenue increase to rate classes
based on cost-of-service study results. This position is based on its understanding that approximately
$296,000 will be over-collected from the GS-1 rate schedule if the revenue increase is spread on a
uniform percentage basis. Table 2 shows the class cost-of-service results using the Company's model. A
comparison of these results with the spread of the revenue decisions is shown in the last column. This
shows that the final revenues from the general service class, GS-1 and GSS, are only $6,310 less than
cost-of-service. This result affirms our spread decisions.
We note, however, that based on cost-of-service results, there is apparently an extreme over-collection
of revenues from Stand-By/Supplemental Sales (F-3) and a relatively large under-collection of revenues
from Interruptible Sales. These issues were not addressed in this proceeding, but should be addressed in
a future proceeding should these imbalances continue. We also order the Non-Bypass Firm
Transportation (FT-2) be included in future cost-of-service studies.
In the next distribution non-gas rate proceeding the Company should include in its application an exhibit
showing, by rate element, the actual annual billing units, the current and proposed rates, and the current
and proposed revenues. For each rate schedule, the effect on annual billing units of unbilled revenues
and test-year adjustments to revenues, such as temperature normalization of GS revenues and
annualizations for other schedules, should also be shown.

B. DESIGN OF RATES
1. Customer Charge and Meter-Based Customer Charges
No party proposes any change to the $5 customer charge applicable to general service rates. To
minimize rate-design issues in this case, the Company uses the method approved in Docket No. 95-05702 to calculate the Class II, III and IV meter-based customer charges. These depend upon the final
revenue requirement approved in this Docket. The Division supports the Company's proposal, while the
Committee did not take a position on this issue. We approve the Company's proposal.
2. General Service Degree-Day Change
The Company's practice has been to calculate normal degree days using the same time period as the
National Weather Service, which is the 30 years ended each decade. The normals currently in use
include data through December 31, 1990. Weather normals are scheduled to be updated to reflect the 30
years ended December 31, 2000. The Company proposes to adopt the 30-year period ended December
31, 1999, as the definition of normal degree days for the purpose of designing new rates based on the
final revenue requirement approved in this case. The Commission approved similar treatment in Docket
No. 89-057-15, a case also filed one year prior to the scheduled update of normal temperatures. The
Division does not dispute the change in degree day calculations proposed by the Company. The
Committee takes no position on this issue. We approve the Company's proposal.
3. General Service Winter/Summer Rate Differential

In 1968 the Commission approved a winter/summer rate differential based on the higher winter peak
demand for natural gas relative to summer demand. The Company now proposes to discontinue this rate
differential. The Company states that the seasonal change in rates has, at times, confused customers, and
believes that most customers would welcome a more understandable, simplified and stable rate. This
change would also, for the majority of customers, help to lower bills in the winter when they are
typically high and only slightly increase them in the summer when bills are typically lower. Customers
in Utah and Wyoming have the equal-payment option, and approximately 40 percent of customers have
chosen it. The Company notes although its Wyoming customers have not had a summer/winter rate
differential for years, no measurable behavioral difference between Wyoming customers and Utah
customers exists that is attributable to the summer/winter rate differential.
The Division opposes the Company's proposal. Because of the strong winter peak in demand, natural gas
costs more in the winter than in the summer. Properly viewed, there is a difference in both the
commodity cost and the facilities cost. That difference should be reflected in the retail price in order to
send the appropriate price signal to customers, it states. Space heating is the largest use for natural gas,
and the cause of the winter demand peak. The pursuit of conservation of that resource would be
undermined if the relative price of winter usage was reduced by eliminating the summer/winter price
differential. Even if customers were totally unresponsive to the price signal, equity considerations argue
for the preservation of that differential. Customers whose usage is more concentrated in the off-peak
season (e.g., due to relatively less space heating) deserve to pay less than customers who consume the
same amount annually but whose usage is more concentrated in the winter, since the former customers
impose a lower cost burden on the system. The Committee does not address this issue.
We agree with the Division's reasoning, and will not approve the Company's proposal. In this instance,
we believe the efficiency, equity and conservation objectives outweigh the objectives of simplicity and
customer understanding. The availability of an equal payment plan does not alter the information that
prices are expected to convey.

4. Municipal Transportation (MT) Rate Design
The Municipal Transportation (MT) rate schedule was originally established by stipulation on October
26, 1999, in Docket No. 98-057-01. The Commission issued its Report and Order on April 26, 2000,
adopting the rates, charges, and terms and conditions set forth in the Stipulation, including the initial MT
rate of $0.23084/Dth plus a facilities balancing charge of $0.06/Dth. In addition, the MT rate is subject
to an administrative charge of $8,000 and a monthly meter-base customer charge. Service requires a
load factor of at least 15 percent. By terms of the Stipulation, the rate schedule remains in effect until
superseded by Commission order in a general rate case.
IMGA proposes three changes in the calculation of the MT rate: (1) to include Firm Transportation (FT)
volumes in the denominator when calculating the $/Dth for the MT rate, (2) to allocate property taxes
and gross receipt taxes on a net plant factor rather than a gross plant factor, and (3) to reduce the rate to
account for an alleged double charging of meter-based and administrative charges.
The Company recommends no change in the current MT rate. Questar Gas argues that because there are
as yet no MT customers and therefore no actual data or experience upon which to rely, it would be
premature to make any changes in the rate schedule. The basis upon which the Commission issued its
order and upon which the stipulation was reached in Docket Number 98-057-01 should continue until
customers are taking service and analysis can be performed.

Since no customers yet take service under the MT rate, we are unwilling to change the rates contained in
the Stipulation, with the exception of the applicability of the administrative charge to multiple delivery
points. The administrative charge is more fully discussed in Section B.6. We expect the Company, using
actual experience, to develop a cost-of-service basis for the MT rate, as well as the FT-2 rate, in its next
proceeding.
5. Daily Gas Balancing Provisions
Tariff No. 500, paragraph 5.10, addresses daily gas balancing and provides for a discretionary $15 per
Dth penalty when a transportation customer (shipper) fails to comply with a Company request to alter
deliveries or end-use. A shipper is allowed a five percent tolerance between nominations and actual
usage. A system imbalance, the Company testifies, can increase gas costs by altering either planned
storage operation or planned gas supply acquisition. The Committee contends that transportation
customers rely on balancing services, the cost of which is borne by sales customers, and even
manipulate balancing service to economic advantage by packing Company storage facilities when
market prices for gas are low and taking gas from those facilities when prices are high. The Committee
testifies that shippers should bear an allocated share, amounting to $725,000, of gas balancing expense,
which should be recovered at a rate of $0.02 per Dth for telemetered volumes and $0.06 per Dth for nontelemetered volumes.
The Company opposes this but offers its own response to the problem in the form of a proposal for a
non-discretionary penalty the greater of $1.00 per Dth or the difference between the first-of-the-month
index and the daily index, plus $0.25 per Dth. The penalty would apply to a shipper's over- or underdelivery that contributes to a system imbalance during a period when the Company has notified it to
alter use or deliveries. In the Company's opinion, this proposal would remove the incentive for over- or
under-delivery and would link penalties to the increased gas costs caused by it. The Company proposal,
as altered in settlement negotiation, is included in, and supported by parties to, the Allocation and Rate
Design Stipulation. The Division takes no position on the issue but supports the proposal in the
Stipulation. IMGA requests, without opposition, that the Stipulation proposal, if adopted by the
Commission, also apply to the MT tariff.
The Committee identifies balancing services as "no-notice" transportation plus storage provided by the
Company to both transportation and sales customers to eliminate differences between delivery volumes
and actual use. The Committee believes the penalties proposed by the Stipulation will be insufficient to
discipline the conduct of shippers. In addition, it states that the proposal does not adhere to the
ratemaking principles of cost-causation and equity.
The large customers, LCG and IGU, oppose such an allocation of costs and characterize the Committee
proposal as an attempt to shift cost responsibility from sales to transportation customers. They assert that
the Committee's analysis is flawed and urge that no credence be given to it. In the Company's view, the
proposal would impose an unjustified cost on each transportation customer, whether or not responsible
for imbalances and whether or not the imbalance causes operational problems or increases gas cost. The
Company also warns that adoption of the Committee proposal could lead transportation customers to
claim an entitlement to no-notice transportation and storage. That, the Company states, would be an
intolerable result. The Company also asserts that the proposal could encourage customers to bypass the
QGC system. In contrast, the Company believes its proposal would assign penalties only to customers
which cause operational problems or increase gas costs.
The Committee properly responds to a problem with the existing tariff and its implementation. Crossexamination of its witness, however, raises questions about the analysis which underlies its proposal that
we believe have not been answered. For example, the Company, LCG and IGU state that the proposal, if

adopted, may be the basis for customer claims for upstream no-notice transportation and storage. The
Company states that it contracts for and requires all of these facilities-based services and the loss of
some portion of them could cause serious operational problems. We are not comfortable, therefore,
imposing that solution, even though we agree with the Committee that a solution should meet important
ratemaking objectives. We will accept the proposal contained in the Allocation and Rate Design
Stipulation, and find that it addresses the problem in a reasonable and fair way. It removes a problem
with the prior tariff, the element of discretionary application. If, as the Committee suggests may be the
case, the penalties are insufficient to alter shipper behavior, or if the Company fails to enforce them, the
subject can be revisited in an appropriate proceeding. We charge the Division to monitor the new
situation, and to report to us if inadequacies of this or any other kind are found.
6. Transportation Administrative Charge
LCG and IMGA recommend removing account administration marketing costs of $291,546 from the
administrative charge assessed to transportation customers, resulting in a charge of $4,986, and $1,870
for multiple delivery points. The current annual charge is $8,000 per account, and $3,000 for additional
accounts served by the same gas supply contract. IGU supports an LCG and IMGA proposal to permit
transportation customers to form cooperative organizations so administrative charges would apply to
one entity rather than to individual customers.
The Company is opposed to reducing this charge, arguing that it covers the fixed costs incurred to track
transportation customers' nominations, gas usage, imbalances and contracts. These customers provide
their own gas to the system, and unlike sales customers who are accounted for on a combined basis, each
is tracked separately and daily. Because these factors for each customer must be tracked, the proposal to
form cooperative organizations would not reduce costs. These costs are fixed; they do not vary with
volume, and therefore should be recovered in a fixed charge. The charge covers the labor and overhead
for the Altra Systems (receives and processes transportation customers' daily nominations), billing,
telemetering, and account administration (five full-time employees who work as account representatives
and supervisors, and in gas control and information technology).
Intervenors object to account administration, also termed "industrial marketing" costs. The Company
presents a study of employee duties and hours which shows account administrative cost to be $307,743
rather than the $292,000 used to set the current charge. No increase is recommended, however. Because
this dispute concerns intra-class revenue requirement, the Company also points out that lowering the
administrative fee would result in a reduced fixed charge and an increased volumetric rate.
The Division takes no position on this issue but believes the evidence supports the Company's position.
The Committee is concerned that, should the Commission reduce the administrative charge, the resulting
revenue loss should not shift to another class of customers. It states that the Company and industrial
intervenors agree that it is and will remain an intra-class issue.
LCG argues that the administrative charge lacks adequate support. It terms the Company's testimony
"subjective opinion" that is "without sustainable basis." In particular, it believes the industrial marketing
cost portion is not justified and should be removed. Doing so, it states, would reduce the $8000 charge
to $4986 and the charge for additional end-use sites from $3000 to $1870. LCG states that the
administrative charge was adopted as part of a settlement with the objective of discouraging small
customers from using transportation service when that service was first made available. In its view, the
charge now serves no useful purpose. LCG points out that the Company refuses to apply the $3000
charge to the end-use points of the Industrial Gas Resources Corporation, a non-profit gas purchasing
cooperative. LCG asks the Commission to require the Company to extend the lower incremental charge
to this entity, which through aggregation of loads allows for a single bill and point of contact. This, it

asserts, the Company has done for the state of Utah and others, opening QGC to a charge of
discriminatory treatment.
IMGA asserts that a thorough review of the administrative charge is needed to assure that it is costjustified. It challenges the industrial marketing portion of the costs and argues that the Company fails to
meet its burden to provide substantial evidence supporting them. For this reason, the charge should be
reduced by approximately 40 percent. IMGA states that it is a governmental entity created under Utah
law so its members should qualify for the reduced incremental rate as do other state agencies.
The study of account administrative costs presented by the Company is not rebutted. Intervenors call for
detailed review of it, but that has not been done and is not on this record. The Company opposes the
LCG proposal to aggregate transportation customers into cooperative organizations on grounds that
doing so would not simplify or reduce the costs of tracking each customer daily. Thus to permit
aggregation would merely shift costs within the class, it states. We accept this reasoning. We conclude
the Company has adequately supported the administrative charge and therefore reject the intervenors'
requests to reduce it.
As IMGA acknowledges, no customers yet take service pursuant to the MT tariff. It would be premature
to act on IMGA's recommendations, for, as the Company testifies, without customers there is no costincurrence experience upon which to base conclusions. IMGA, however, is a governmental agency
which acts on behalf of its members. It provides a single voice and a single contact for scheduling and
transportation issues, and it owns the pipeline to which QGC delivers gas. The Company agrees that, as
with the state of Utah, IMGA should pay a single administrative charge, and if additional IMGA
members take delivery at other points on the QPC pipeline, they will pay the $3000 administrative
charge. We so order.
7. Western Electrochemical Company (WECCO)
WECCO, an interruptible transportation customer, funded construction of a 13-mile pipeline to connect
its facilities with the QGC system. Under terms of the tariff, an interruptible customer is required to
make contributions for additional facilities needed to serve it. Pursuant to the main extension agreement
between WECCO and the Company, a pipeline large enough to serve anticipated demand in the area
was built. The Company bore the incremental cost of the pipe size that exceeded the WECCO
requirement. Shortly thereafter, QGC constructed an 8-mile segment connecting the WECCO site with
Kern River Pipeline. The entire 21-mile pipeline is now used to serve both WECCO and other customers
in the area. WECCO asserts that the eastern portion of the line is used primarily to serve these other
customers thus entitling it to special tariff treatment as a quid pro quo for its contribution to funding that
portion of the line.
The Company responds that during the test year the WECCO tap on Kern River was closed for 250 days
because WECCO's demand alone is insufficient to operate the tap. Contrary to WECCO's representation,
the gas it requires flows to it on the eastern segment of the line. In addition, the Company states that all
interruptible customers must make contributions in aid of construction of additional facilities needed to
serve them and that such contributions do not result in ownership or other rights to portions of the QGC
system. These customers receive service under terms of the applicable tariff. The Division agrees that
WECCO is treated in this respect in accordance with Company policy, just as are other interruptible
customers. The Division asserts that construction of the line to Kern River now provides WECCO the
benefit of service without interruption when capacity is not available on QGCs southern system.
WECCO, the Division testifies, has no claim for special treatment.

The record shows that WECCO is neither unique nor are special tariff terms required to provide
reasonable and nondiscriminatory service to it. Its request for such terms is rejected.

IV. ORDER
Wherefore, pursuant to our discussion, findings and conclusions made herein, we order:
1. Questar Gas Company to file appropriate tariff revisions increasing Utah jurisdictional revenues by
$13,497,197, recognizing current interim rates recover $7,065,000 of that amount.
2. The tariff revisions shall reflect the Commission's determinations regarding rate increases, charges
and other rate design aspects for service schedules and other changes in rates, fees or charges designated
and discussed in the Report and Order. The Division of Public Utilities shall review the tariff revisions
for compliance with this Report and Order. The tariff revisions may become effective as designated by
Questar Gas Company, but not earlier than the date of this order.
3. The Low Income Weatherization program discussed and approved by this Report and Order shall be
implemented beginning with the effective date of the tariff revisions. Questar Gas Company and the
Division of Pubic Utilities shall monitor the operations of the program. The Division of Public Utilities
shall audit the program as it determines necessary or as directed by the Commission. Questar Gas
Company, the Division of Public Utilities and other interested parties may submit requests to modify the
program as experience with the program is obtained or otherwise warranted.
4. To the extent the Commission has omitted from the ordering provisions of this Order any duty or
obligation intended to be imposed, which duty or obligation is otherwise clear from the language of this
Report and Order, it is hereby incorporated herein by this reference and made a part hereof.
This Report and Order constitutes final agency action on Questar Gas Company's December 16, 1999,
Application. Pursuant to U.C.A. §63-46b-13, and aggrieved party may file, within 20 days after the date
of this Report and Order, a written request for rehearing or reconsideration by the Commission. Pursuant
to U.C.A. §54-7-12, failure to file such a request precludes judicial review of this Report and Order. If
the Commission fails to issue an order within 20 days after the filing of such request, the request shall be
considered denied. Judicial review of this Report and Order may be sought pursuant to the Utah
Administrative Procedures Act (U.C.A. §§63-46b-l et seq.).
DATED at Salt Lake City, Utah, this 11 th day of August, 2000.
Constance B. White, Commissioner
Clark D. Jones, Commissioner
Attest:
Julie Orchard
Commission Secretary
DISSENT AND COMMENT OF CHAIRMAN STEPHEN F. MECHAM

I concur with my colleagues in all respects expect for one, the adoption of the C 0 2 plant stipulation. The
C 0 2 gas processing plant issue turns on what the Federal Energy Regulatory Commission (FERC)
would have done had Questar Gas first taken the case there. The dispute over the plant never would have
arisen had that occurred. In my opinion, that is what the Company should have done. We have been left
with too many questions the answers for which we can only surmise.
There are FERC precedents on the record in this case in which gas producers were required to process
their gas to meet quality specifications of gas pipelines. Those decisions were available to the Company
in 1996 when they began taking coal seam gas. Though I do not disregard the issue of safety, it seems
there was ample time to get a definitive answer from the FERC on who should bear the costs of
processing the gas without ever jeopardizing customer safety. Questar Gas believes that at most the
FERC would have required producers to reduce the maximum percentage of carbon dioxide in the coal
seam gas from 3 percent to 2 percent as they did in the two precedent cases and that would not have met
Questar Gas's requirements. That is one of the justifications for the compromise in the stipulation the
Company and the Division put forward. The parties to the stipulation believe, therefore, that Questar
Gas still would have incurred the costs of reducing the maximum percentage of carbon dioxide in the
gas from 2 percent to 1 percent. The difficulty is that the facts of Questar's case never went before the
FERC so the parties' positions are speculative. It is just as conceivable that the FERC would have
required producers to meet Questar Gas's needs. Paragraph 13.5 of Questar Pipeline's tariff gives
Questar Gas leverage to press for that outcome.
It also troubles me that, according to Division witness Dr. Charles Olson in Docket No. 98-057-12,
Questar Gas will be the only gas distribution company directly bearing the costs of processing gas. The
issue should have gone to the FERC several years ago. Nevertheless, I do not believe it would be fair to
simply deny the Company recovery of the C 0 2 plant expenses. That decision would be based on
speculation as well Had my view prevailed, the Commission would have declared rates interim subject
to refund on the condition that the C 0 2 processing plant case be taken to the FERC. That would have
held all parties harmless pending the outcome and put an end to the needless conjecture.
Insofar as the weatherization program is concerned, I make a comment but do not dissent. In many
respects my position is similar to the one I took in Docket No. 99-035-10 on the Lifeline rate. Utah Code
Annotated Section 54-3-1 authorizes the Commission to set rates that encourage conservation of
resources. While I believe the state's weatherization program has merit, I am still reluctant to laden
utility rates with the costs of a program the legislature has only minimally funded. Nevertheless, unlike
the lifeline program, weatherization can be justified on safety grounds. Customers who otherwise might
not have their furnaces checked for proper ventilation and operation should have fewer concerns about
doing so with the aid of this program. As a result, I do not dissent on this issue but discourage efforts to
extend the program beyond that recommended in this case.
/s/ Stephen F. Mecham, Chairman
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Summary of Adjusted Distribution Non-Gas Results of Operations ($000)

Total Revenue

1 System
Unadjusted Test
Year
449,937

2 Total System
Adjustments

3 System Adjusted *X Alloca-tion 5 Utah Distribution
Test Year
to Utah
Non-Gas

6 Change in
DVG Revenue

7 Final DNG
Results

55,208

505,144

484,681

196,461

13,497

209,959

Gas Purchases

257,265

55,840

313,105

300,667

12,446

0

12,446

Production
Distribution
Customer Accounts
Customer Service & Info
Administrative & General
Depreciation
Amortization
Non-Income Taxes
Income Taxes
Total Expenses

(555)
39,765
16,243
3,818
44,037
36,365
61
7,625
8,643
413,267

0
479
(896)
(360)
(1,546)
(1,637)
0
1,401
1,745
55,026

(555)
40,244
15,347
3,458
42,491
34,728
61
9,026
10,388
468,293

(532)
38,009
14,655
3,471
40,745
33,689
59
8,843
9,865
449,471

(532)
38,009
14,655
3,471
40,745
33,689
59
8,843
9,865
161,251

0
0
0
0
0
0
0
0
5,132
5,132

(532)
38,009
14,655
3,471
40,745
33,689
59
8,843
14,998
166,383

36,670

182

36,851

35,210

35,210

8,365

43,575

Gas Plant in
Service

903,378

(8,624)

894,754

857,365

857,365

0

857,365

Plant Held for Future Use
Unclassified Construction
Materials & Supplies
Gas Stored Underground
Prepayments
Cash Working Capital
Add'ns to Rate Base

587
35,976
4,170
14,016
2,486
119
960,732

0
0
0
(14,016)
(1,092)
18
(23,714)

587
35,976
4,170
0
1,394
137
937,018

587
35,106
4,169
0
1,337
131
898,694

587
35,106
4,169
0
1,337
131
898,694

0
0
0
0
0
0
0

587
35,106
4,169
0
1,337
131
898,694

Accum.
Depreciation

392,450

(4,146)

388,304

372,717

372,717

0

372,717

8,506

(352)

8,154

7,819

7,819

0

7,819

2,552
5,821

0
0

2,552
5,821

2,444
5,484

2,444
5,484

0
0

2,444
5,484

70,259

0

70,259

66,609

66,609

0

66,609

479,587

(4,498)

475,090

455,073

455,073

0

455,073

481,144

(19,216)

461,928

443,621

443,621

0

443,621

Total Income

Accum Depletion &
Amort
Customer Deposits
Deferred ITCs
Accum Deferred Inc
Taxes
Ded'ns to Rate Base

Total Rate
Base
ROR on Rate
Base

7.62%

7.98%

7.94%

7.94%

9.82%

ROR on Common
Equity

7.00%

7.65%

7.57%

7.57%

11.00%
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)

Docket No. 99-057-20
Joint Stipulation
On Revenue Requirement
Issues

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code Ann. §§ 54-4-1 and 54-4-4
(1994), Questar Gas Company (Questar Gas), the Division of Public Utilities (Division), and the
Committee of Consumer Services (Committee) (collectively, "The Parties") submit this Joint Stipulation
in resolution and settlement of revenue requirement issues addressed in this proceeding, except for four
contested issues described in paragraph 12 of this Stipulation. This Stipulation does not address any
issues involving cost allocation among rate classes or rate design.
PROCEDURAL HISTORY
1. On December 17, 1999, Questar Gas filed an application with the Public Service Commission of Utah
(Commission) seeking an increase in its Utah rates in the annualized amount of $22,227,000,*^ based on
a 1999 calendar test year. The original filing was based on the ten months of actual data (JanuaryOctober 1999) and two months of projected data (November-December 1999).
2. On January 11, 2000, the Commission held a prehearing conference at which the parties agreed to a
procedural schedule that was approved by the Commission's February 1, 2000, Scheduling Order.
3. Pursuant to the Scheduling Order, on February 18, 2000, Questar Gas filed updated information to
replace projected test-period data with actual data for November and December 1999. This filing
included revised exhibits detailing an annual revenue deficiency of $22,473,000, based on actual 1999
data. This included test-year revenues of $195,283,000 expenses of 171,741,000 return on equity of
12.0% and a proposed overall return of 10.36% applied to a rate base of $444,165,000. Included in the
revenue requirement was an annual recovery of $7,343,000 for the costs incurred by Questar Gas to
procure gas-processing services for the removal of carbon dioxide (C0 2 ) from certain gas supplies
delivered to Questar Gas's system.
4. On April 19, 2000, the Division submitted its direct testimony and exhibits, with a calculated revenue
deficiency of $10,300,000. The Division proposed test-period revenues of $206,673,000, operating
expenses of $163,288,000, and a total average rate base of $441,692,000. The Division recommended a
return on equity of 11.0% and an overall return to be applied to the rate base of 9.82%. The Division
proposed an allowed annual recovery of C 0 2 gas-processing costs of $3,670,000.
5. On April 19, 2000, the Committee also filed its direct testimony and exhibits, with a proposed annual
revenue deficiency of $1,781,000. This was calculated from test-year revenues of $196,577,000
operating expenses of $144,565,000, 11.0% return on common equity and an overall rate of return of
9.55%) to be applied on an average rate base of $422,309,000. The Committee proposed that the
Commission deny recovery of all C 0 2 gas-processing costs.
6. Attached as part of this Stipulation, Exhibit 1 lists in summary form all revenue-requirement issues
that have been raised in this proceeding, organized as follows;
I. Uncontested Issues - Group I. These are issues on which the Parties had reached accord prior to the

comprehensive agreement of contested issues that forms the basis of this Stipulation. These issues would
not have been contested upon final submission to the Commission, even in the absence of this
Stipulation.
77. Issues Settled by Joint Stipulation - Group II The Parties have not been able to reach an issue-byissue agreement for the items included in Group II. For the purposes of reaching a comprehensive
settlement of all issues except those in the contested-issue Group III below, the Parties have concurred
on the aggregate effect that an overall resolution of these issues is to have on Questar Gas's test-year
revenue deficiency.
7/7. Contested Issues - Group III Among the three Parties, there has been no concurrence on the four
issues listed in this category: rate of return on common equity; capital structure; allocation of billingpostage costs; recovery of costs of procuring C 0 2 gas-processing services. The C(X> gas-processing
issues are the subject of a separate stipulation between Questar Gas and the Division to which the
Committee is not a party.
7. Thus, except for the issues in Group III on Exhibit 1, in settlement of the positions of the Parties on
issues that affect the test-year revenue requirement, the Parties have reached a full and final resolution of
all other revenue-requirement issues in this case and submit for the Commission's approval the terms
and conditions of this Stipulation.
SETTLED ISSUES
8. On or about May 18, 2000, during settlement discussions among the Parties, the three Parties agreed
to several adjustments that had the net effect of reducing the Company's calculation of the annual Utah
revenue deficiency to $21,711,000. The same adjustments served to change the Division's and
Committee's Utah revenue deficiencies to $10,261,000 and $5,766,000, respectively. These adjustments
are summarized under the heading "Uncontested Issues - Group I" of Exhibit 1.
9. The net effect of the comprehensive settlement of contested issues designated 11(a) through II(s) on
Exhibit 1 is to reduce further Questar Gas's position on the annual Utah revenue deficiency, as stated in
paragraph 8, by $1,550,000 to $20,161,000. Correspondingly, the positions of the Division and the
Committee have been increased to $11,458,000 and $7,202,000, respectively. (These values do not
reflect the Questar Gas-Division Stipulation on C 0 2 costs.)
10. When the Questar Gas-Division Stipulation on C 0 2 issues is incorporated, the overall result of the
full settlement of all uncontested and contested issues in Groups I and II on Exhibit 1 is to reduce
Questar Gas's position on the annual Utah revenue deficiency to $17,818,000. The corresponding
positions of the Division has been increased to $12,785,000, and the Committee's position is $7,202,000.
The differences among these three revenue-deficiency positions are attributable to the differences among
the Parties with respect to contested, Group III issues on Exhibit 1.
11. With respect to the research and development issues (Issue II(r), Exhibit 1), the Parties agree that
Questar Gas may utilize its pass-through cases at year-end 2000, 2001, 2002 and 2003 to transfer from
the commodity portion of rates to the distributor non-gas (DNG) portion of rates an amount equal to the
reduction in the FERC-approved Gas Research Institute (GRI) surcharge. The parties agree to support
this procedure and agree that Questar Gas should generally be allowed to invest in R&D programs at a
level of expense similar to what has been historically included in FERC-approved rates as the GRI
surcharge. Questar Gas agrees to provide information on the R&D projects it supports and agrees that

any Party can challenge Questar Gas's contribution to any particular project in appropriate proceedings.
Questar Gas has agreed to contribute to R&D projects undertaken by organizations such as GRI that are
designed and expected to benefit natural gas LDC's customers.
CONTESTED ISSUES
12. The Parties have not reached unanimous agreement on the C 0 2 processing costs, the postageexpense issue, the equity-return issue (and the associated capital-structure issue).
13. As reflected in a separate settlement agreement, Questar Gas and the Division have reached a
bilateral agreement on the C 0 2 issue.

GENERAL TERMS AND CONDITIONS
14. For the revenue, rate base, and expense items covered in this Stipulation, it represents a settlement
by all parties who have raised or taken a position on these items in this docket.
15. All negotiations related to this Stipulation are privileged, and except for the issue set forth in
paragraph 11, no Party shall be bound by any position asserted in negotiations. Neither the execution of
this Stipulation nor the order adopting this Stipulation shall be deemed to constitute an acknowledgment
by any party of the validity or invalidity of any principle or practice of ratemaking; nor shall they be
construed to constitute the basis of an estoppel or waiver by any Party; nor shall they be introduced or
used as evidence for any other purpose in a future proceeding by any party to this Stipulation.
16. The Parties believe that settlement of these issues through this Stipulation is in the public interest
and that the rates, terms and conditions it provides for are just and reasonable.
17. Each of the Parties and any other parties to the proceeding may present evidence to explain and
support this Stipulation. Any such witnesses will be available for examination.
18. This Stipulation shall remain in effect from the date of the Commission's order approving the
Stipulation until the date of a superseding Commission order.
19. This Stipulation is an integrated whole, and any Party may withdraw from it if this Stipulation is not
approved in its entirety by the Commission.
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Docket No. 99-057-20
C 0 2 Stipulation

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code Ann. §§ 54-4-1 (1994) and
54-4-4 (1994), Questar Gas Company (Questar Gas) and the Division of Public Utilities (Division)
submit this Stipulation in resolution and settlement of cost recovery and ratemaking for C 0 2 processing
contract costs.
PROCEDURAL HISTORY
1. Questar Gas originally applied for cost recovery in its November 25, 1998, Application in Docket No.
98-057-12 for gas processing contract costs paid to Questar Transportation Services Company (QTS).
The Application sought authorization to recover an annualized amount of approximately $7.5 million
through Questar Gas's 191 Gas Cost Balancing Account.
2. The Division and Committee of Consumer Services (Committee) filed a Motion for Summary
Judgment on April 30, 1999, opposing 191 Account recovery of these costs. After denying the Motion,
the Commission held hearings on June 22 and 23, 1999, with post-hearing briefs filed on September 1,
1999, and September 30, 1999.
3. On December 3, 1999, the Commission denied recovery of C 0 2 gas processing costs in the 191 Gas
Cost Balancing Account. The Commission determined that recovery of these costs must be considered
either in a general rate case or an abbreviated proceeding.
4. Concurrently with the December 17, 1998, filing of its Application for General Rate Relief and
separate Emergency Motion for Interim Relief, Questar Gas requested that the Commission take official
notice of the record in Docket No. 98-057-12. The Committee also moved for such official notice on
January 11, 2000. Finally, Questar Gas submitted its Motion requesting the Commission to take official
notice of the record on Docket No. 98-057-12 on May 23, 2000, which Motion was unopposed by the
Division and Committee.
5. On January 11, 2000, Questar Gas, the Division, the Committee of Consumer Services (Committee)
and interveners attended a prehearing conference and agreed to a procedural schedule which was
announced by the Commission's February 1, 2000, Scheduling Order.
6. On April 19, 2000, the Division, Committee and interveners submitted direct testimony and exhibits,
supplementing the Docket 98-057-12 record. Parties submitted rebuttal testimony on May 24, 2000 and
surrebuttal testimony on May 31, 2000.
7. In settlement of the revenue requirement issues in this case involving C 0 2 processing costs, Questar
Gas and the Division submit the terms and conditions of this C 0 2 Stipulation for the Commission's
approval and order.
8. After considering all of the positions concerning C 0 2 processing of each party, this Stipulation has
been agreed to in recognition of the requirement of Questar Gas to manage the heat content of the gas
entering its system so as to protect the safety and well being of Questar Gas customers. Thus, Questar
Gas and the Division agree and stipulate that C 0 2 processing contract costs in the amount of $5 million
for the Utah jurisdiction should be included in the revenue requirement in this case.
9. The Division and Questar Gas agree and stipulate that the term of the C 0 2 processing agreement
between Questar Gas and QTS is to be five years beginning from the date of commencement of

processing services in June 1999. During the remaining term of the contract, Questar Gas will retain first
rights to C 0 2 processing service from the Castle Valley plant but will have no right to any revenue
credits for processing performed by QTS for others. At the end of the contract, Questar Gas will have no
interest in or claim on the plant. At that time, any additional C 0 2 processing needed by Questar Gas will
require separate regulatory approval for cost coverage.
10. The Division and Questar Gas agree and stipulate that the processing costs will continue to be based
on cost-of-service pricing. In any future rate proceeding using an annual test period with data through
June 2004, the maximum annual amount to be included in rates will be $5 million. Actual processing
costs up to $5 million will be considered with all other revenues and expenses by the Division in its
review of Results of Operations.
11. Questar Gas agrees that the Division will have the right to information on the C 0 2 processing costs
and can use that information in assessing ongoing earnings levels of Questar Gas.
12. This is a contested Stipulation. As such, neither the Committee nor any intervener in this case has
agreed to the recommendations set forth herein.
13. All negotiations related to this Stipulation are privileged and no party shall be bound by any position
asserted in negotiations. Neither the execution of this Stipulation nor the order adopting this Stipulation
shall be deemed to constitute an acknowledgment by any party of the validity or invalidity of any
principle or practice of ratemaking; nor shall they be construed to constitute the basis of an estoppel or
waiver by any party; nor shall they be introduced or used as evidence for any other purpose in a future
proceeding by any party to this Stipulation. The parties believe that settlement of these issues through
this Stipulation is in the public interest and that the rates, terms and conditions in provides for are just
and reasonable.
14. Questar Gas and the Division, and any other parties may, present testimony of one or more witnesses
to explain and support this Stipulation. Such witnesses will be available for examination.
15. This Stipulation shall remain in effect from the date of the Commission's order approving the
Stipulation until the date of a superseding Commission order.
16. This Stipulation is an integrated whole, and any party may withdraw from it if this Stipulation is not
approved in its entirety by the Commission.
APPENDIX 4.
- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH In the Matter of the
Application of Questar
Gas Company for
a General Increase in
Rates and Charges

)
)
)
)
)

Docket No. 99-057-20
Allocation and Rate
Design Stipulation

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code Ann. §§ 54-4-1 (1994) and
54-4-4 (1994), Questar Gas Company (Questar Gas), the Division of Public Utilities (Division), the

Large Customer Group ( L C G ) ^ and the Industrial Gas Users (IGU),^ (collectively, "the Parties")
submit this Stipulation in resolution and settlement of issues of C 0 2 recovery and allocation, daily
balancing and firm transportation rate design (the "Stipulated Issues").
PROCEDURAL HISTORY
1. On December 17, 1999, Questar Gas filed an application and direct testimony with the Public Service
Commission of Utah (Commission) seeking an increase in its Utah rates in the annualized amount of
$22,227,000. This application contained Questar Gas's recommendations regarding C 0 2 processing cost
recovery and allocation, daily balancing provisions and rate design for all customer classes.
2. On January 11, 2000, the Commission held a prehearing conference at which the parties agreed to a
procedural schedule that was approved by the Commission's February 1, 2000, Scheduling Order.
3. On April 19, 2000, the Division and LCG submitted direct testimony and exhibits addressing the
Stipulated Issues. Rebuttal testimony was submitted by Questar Gas on May 24, 2000, and surrebuttal
testimony by the Division and LCG was submitted on June 1, 2000.
4. On June 2, 2000, the Division and Questar Gas submitted a stipulation in settlement of the revenue
requirement issues in this docket involving C 0 2 processing costs (the "C0 2 Stipulation").
5. In settlement of the Stipulated Issues in this case, the Parties submit the terms and conditions of this
Stipulation for the Commission's approval and order.
FIRM TRANSPORTATION AND RATE DESIGN
6. The Parties agree and stipulate that firm transportation service should be offered as generally
described in the rebuttal testimony of Questar Gas witness Barrie L. McKay (Exhibits QGC 6R, 6.1R,
6.2R), and that Questar Gas's Utah Natural Gas Tariff will provide for two firm transportation rate
schedules, FT-1 and FT-2.
7. Rate Schedule FT-1 will be a continuation of current FT service and will serve as an anti-bypass rate
schedule, designed to retain customers with economic alternative transportation options. Customers will
qualify for this rate schedule based on (1) annual usage of at least 100,000 Dth and proximity to the
nearest interstate pipeline of five miles or less; or (2) annual usage of at least 4,000,000 Dth. Proceeds
from this rate will continue to be treated as a revenue credit in the rate design.
8. Rate Schedule FT-2 will be available to all firm transportation customers who do not qualify under
Rate Schedule FT-1. This rate schedule will be allocated a uniform percentage increase of the final
revenue deficiency in this proceeding.

C0 2 COST RECOVERY AND ALLOCATION
9. IGU and LCG will not oppose the June 2, 2000, C 0 2 Stipulation and agree that the Stipulation is a
reasonable resolution of recovery of C 0 2 processing costs in Questar Gas's rates and agree and stipulate
to the terms and conditions of the June 2, 2000, C 0 2 Stipulation.

10. The Parties agree and stipulate that the annual C 0 2 processing costs of up to $5 million specified in
the C 0 2 Stipulation will be allocated to rate classes using the following method, as illustrated on Rate
Design Stipulation Exhibit 1:
(a) An initial class allocation of the total cost of service^4' will be determined by spreading the final
revenue deficiency, exclusive of the $5 million annual C 0 2 cost recovery, by means of a uniform
percentage increase (line 1)/ 5 '
(b) This determines a percentage allocation for each class (line 2).
(c) The percentage weights for Rate Schedules IT and FT-2 are doubled (line 3).
(d) The cost allocations of the other classes are reduced on a pro-rata basis to account for the doubleweighted allocation to Rate Schedules IT and FT-2 (line 4).
(e) Adding lines 2, 3 and 4 yields the allocation percentages for C 0 2 costs by rate schedule (line 5).
(f) Line 6 gives the resulting allocations of the $5 million annual C 0 2 cost recovery specified in the C 0 2
Stipulation in this proceeding.
DAILY BALANCING 11. The Parties agree and stipulate that the following terms and conditions
should be incorporated in Questar Gas's tariff regarding daily balancing.
12. Questar Gas will continue to allow ±5% of a customer's volumes delivered to the city gate as a daily
imbalance tolerance "window." In the event a customer's imbalance contributes to an aggregate
imbalance that would (1) require Questar Gas to take action to maintain system integrity or (2)
reasonably be expected to force the Company to alter materially its prior day's planned level of (a) gas
purchases, (b) Company production, or (c) storage injections or withdrawals, then Questar Gas may give
notice to and require customer action as set forth in paragraph 14.
13. If conditions exist as described in paragraph 12, Questar Gas may, for the period that such
conditions are reasonably expected to continue, require customers or nominating parties to adjust
deliveries or usage, and/or to suspend all or a portion of the daily imbalance intolerance window. A
customer or nominating party may adjust deliveries by directing a change in nominations, alter usage, or
utilize park-and-loan or other services offered by the appropriate upstream pipeline.
14. Questar Gas will provide notice of such restriction to each affected nominating party not less than
two hours prior to the first nomination deadline for the affected period or as soon as reasonably
practicable, to the extent system integrity or upstream allocations allow. If other than written notice is
initially provided, the subsequent written follow-up will provide the time of contact and the person
contacted. Restrictions may be applied on a system-wide basis, a nominating-party-by-nominating-party
basis, a customer-by-customer basis, or a geographic-area basis, as circumstances reasonably require.
15. Notices of balancing restrictions will be provided to each affected nominating party and will include
reasonable specificity regarding:
(a) The duration and nature of the balancing restrictions imposed;

(b) The events or circumstances that require the restrictions;
(c) The type of imbalances that may be subjected to penalties; and
(d) Actions that the customer can take to avoid penalties.
16. If a customer fails to comply with balancing restrictions reasonably imposed by Questar Gas after
notice provided in paragraph 14, a balancing penalty of the greater of $1.00/Dth or the difference
between the Questar Pipeline first-of-the-month posting in "Inside FERC" and the Questar Pipeline daily
posting in "Gas Daily" (or subsequently applicable publications) plus $0.25/Dth will, except under
conditions offeree majeure, be charged for those imbalances that adversely affect the system.
17. Customers or nominating parties may exchange or aggregate imbalances in order to avoid or
mitigate penalties. Penalties that are not totally avoided by exchange or aggregation will be borne by the
customer or prorated among the customers as directed by the nominating party. If no direction is
received, the Company will assign the imbalance to each of the nominating party's accounts on a prorata basis for all such accounts that are contributing to the imbalance that adversely affect the system on
the tenth business day following the last day of the notice.
18. Questar Gas reserves the right to take any action necessary to restrict deliveries or usage in order to
maintain a balanced distribution system when required to maintain system integrity.. A balancing penalty
of up to $25.00/Dth may be imposed in cases where a customer has repeatedly ignored, after written
notice, Questar Gas's reasonable balancing restrictions. There will be no daily imbalance tolerance
during periods of interruption. Attached Rate Design Stipulation Exhibit 2 shows the tariff changes that
will implement these provisions.
19. The parties oppose any allocation or charge to transportation customers for NNT or storage services
purchased by Questar Gas for its sales customers. The tariff provisions specified above represent a more
appropriate, efficient and practical method of insuring that Questar Gas's sales customers receive the
intended benefits of Questar Gas's NNT and storage rights.

GENERAL TERMS AND CONDITIONS
20. This is a contested Stipulation. As such, the Committee of Consumer Services and other interveners
have not approved or stated positions on this Stipulation.
21. All negotiations related to this Stipulation are privileged, and no Party shall be bound by any
position asserted in negotiations. Neither the execution of this Stipulation nor the order adopting this
Stipulation shall be deemed to constitute an acknowledgment by any Party of the validity or invalidity of
any principle or practice of ratemaking; nor shall they be construed to constitute the basis of an estoppel
or waiver by any party; nor shall they be introduced or used as evidence for any other purpose in a future
proceeding by any party to this Stipulation. The Parties believe that settlement of these issues through
this Stipulation is in the public interest and that the rates, terms and conditions it provides for regarding
the Stipulated Issues are just and reasonable.
22. Questar Gas and the Division will, and other Parties may, present testimony of one or more
witnesses to explain and support this Stipulation before the Commission. Such witnesses will be
available for examination.
23. This Stipulation is an integrated whole, and any Party may withdraw from it if this Stipulation is not

approved in its entirety by the Commission.

1. Unless otherwise specified, the revenue, cost and rate-base values are the allocations to Utah
operations, as determined by well-established methodologies that are uncontested in this proceeding.
2. The companies that make up the LCG group are listed in its Petition to Intervene filed on March 22,
2000.
3. The companies that make up the IGU group are listed in its Petition to Intervene filed on April 11,
2000.
4. The dollar values on line 1 of Exhibit 1 are hypothetical and used here for illustrative purposes only.
5. Except for Rate Schedules NGV-1, NGV-2 and FT-1, which have no costs allocated to them.
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2003 UT 29
The COMMITTEE OF CONSUMER
SERVICES, Department of Commerce, State of Utah, Petitioner,
v.
PUBLIC SERVICE COMMISSION OF
UTAH, Questar Gas Company, and Magnesium Corporation of America, Respondent.
Nos. 20000893, 20020810.
Supreme Court of Utah.
Aug. 1, 2003.
Natural gas utility filed general rate
proceeding that included expenses of carbon
dioxide processing plant constructed and operated by its affiliate. The Public Service
Commission accepted carbon dioxide stipulation utility entered into with Division of Public Utilities and approved the rate increase.
The Committee of Consumer Services appealed. The Supreme Court, Durham, C.J.,
held that: (1) Commission was required to
conduct a prudence review of utility's contract with its affiliate, and (2) "safety exception" did not excuse Commission from conducting such review.
Reversed.
See also 34 P.3d 218.
1. Statutes <3=>219(1)
Unless the legislature has granted discretion to an agency to interpret statutory
language, Supreme Court reviews an agency's construction of statutory provisions under a correction of error standard, granting
the agency no deference.
2. Gas <s>14.3(3)
Whether or not prudence review of contract that natural gas utility entered into
with its affiliate to construct and operate a
carbon dioxide processing plant was initially
within the Public Service Commission's discretion rather than a mandatory legal obligation, Commission was required to conduct
such review in general rate proceeding in
which utility sought recovery of plant ex-

penses, as review had become an established
Commission practice to which the Commission was required to adhere unless it presented facts and reasons that demonstrated a
fair and rational basis for the inconsistency.
U.C.A.1953, 63-46b-16(4)(h)(iii).
3. Gas <s=>14.3(3)
"Safety exception" was not a fair or
rational basis for excusing Public Service
Commission, in general rate proceeding,
from conducting a prudence review, pursuant
to established Commission practice, of contract that natural gas utility entered into
with its affiliate to construct and operate a
carbon dioxide processing plant; while safety
concerns may have necessitated the construction and operation of plant to reduce carbon
dioxide in coal seam gas, such concerns did
not establish who should bear the costs of the
plant, utility was required to establish that
proposed rate increase was justified, and
Commission should have held utility to its
burden of establishing that its decision to
enter into the contract and costs it agreed to
were prudent and not unduly influenced by
its relationship with its pipeline affiliate.
U.C.A.1953, 54-3-1, 63-46b-16(4)(h)(iii).

Reed T. Warnick, Asst. Att'y Gen., Robert
A. Peterson, Salt Lake City, for petitioner.
Michael Ginsberg, Asst. Att'y Gen., Gary
G. Sackett, Sander J. Mooy, C. Scott Brown,
Colleen Larkin Bell, Salt Lake City, for respondent.
DURHAM, Chief Justice:
111 The Committee of Consumer Services
(Consumer Services), seeks review of an order by the Utah Public Service Commission
(the Commission) approving a gas rate increase. The increase was sought to cover
costs resulting from the construction and operation of a carbon dioxide (CO2) processing
plant by an affiliate of Questar Gas Company
(Questar Gas).

BACKGROUND
112 On November 25, 1998, Questar Gas
submitted an application to the Commission
under Utah Code sections 54-4-1 and 54-7-
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12(3)(a) and commission rule 746-100-3 for
approval of a proposed contract with its affiliate, a Questar Pipeline Company subsidiary
(Questar Pipeline). The contract provided
that Questar Pipeline would construct a processing plant (C02 plant) to reduce CO2 in
coal seam gas that Questar Pipeline was
transporting interstate to external destinations. The processing plant was needed because the C0 2 brought in by upstream gas
caused gas heat (BTU) levels in Questar Gas
service areas that, according to Questar Gas,
posed a safety risk to its customers.1 In its
application, Questar Gas also requested authorization to include the costs of constructing and operating the C0 2 plant in calculating its account 191,2 ultimately transferring
these costs directly to ratepayers.3 In its
December 3, 1999 report and order, the
Commission denied Questar Gas's request on
the basis that the C0 2 plant costs were not
the kind of expenses that could be allowed
under Utah Code section 54-7-12(3)(d)(i),
which is known as the pass-through statute.
In re Questar Gas Co., 1999 Utah PUC Lexis
86. The Commission acknowledged its own
authority to fix rates and set accounting
practices for utilities but recognized as well
that "when we do change rates we must
follow procedures which ensure rates will be
just and reasonable," and that "whatever the
procedure by which rates are changed, the
utility still has the burden of establishing
that the rates will be just and reasonable."
Id. at *7, 9. The Commission noted that
Questar Gas had an additional burden to
establish the prudence of its contract with
Questar Pipeline because of their affiliate
relationship. Id. at *11 n. 2 (citing U.S. West
Communications v. Utah Pub. Serv.

Comm'n, 901 P.2d 270 (Utah 1995)). The
Commission purposely did not address
whether Questar Gas's decision to enter into
the contract with Questar Pipeline was prudent, whether the terms of the contract were
reasonable, or whether the expenses incurred
under the contract were "legitimate and reasonable utility expenses that may be recovered from utility customers." Id. at *13.
Rather, it determined that, even assuming
the prudence of the contract and the reasonableness of its terms, Questar Gas had failed
to present substantial evidence that the resulting rates would be just and reasonable.
Id.

1. According to Questar Gas, BTU levels in its
service area were historically high relative to the
rest of the United States. Appliances in Questar
Gas's service area had therefore originally been
set to operate in this higher BTU range. As a
result of the decrease in BTU content, Questar
Gas had previously filed for and received the
Commission's approval to change the standard
BTU settings set forth in its tariff, on which
vendors and manufacturers rely, effective May 1,
1998. However, Questar Gas maintained in the
CO2 plant application that resetting all customer
appliances to this new range would be prohibitively expensive, and that treating the gas in the
CO2 plant was a preferable solution.

2. Account 191, part of the Uniform System of
Accounts set forth in 18 C.F.R. § 201 (2003) and
adopted by the Commission, see Utah Admin.
Code R746-320-7 (1993), allows gas utilities to
recover gas costs directly from consumers. See
Questar Gas Co. v. Utah Pub. Serv. Comm'n, 2001
UT 93,1111 8-9, 18, 34P.3d218.

U3 Questar Gas sought judicial review of
the Commission's decision in this court. In
Questar Gas Co. v. Utah Pub. Serv. Comm%
2001 UT 93, 34 P.3d 218, we set aside the
Commission's report and order, holding that
Questar Gas's use of account 191 to recover
costs was not limited to requests under the
pass-through statute. In that case, Questar
had argued that the use of account 191 "is
. . . a separate mechanism—with its own procedures—used to facilitate the transfer of
certain unexpected costs on a dollar-for-dollar basis from the utility to its customer."
Id. at 116. We based our decision on the
Commission's own prior practices, noting
that the Commission, when reviewing Questar Gas's use of account 191, determined in
an informal proceeding whether the resulting
rates were "just, reasonable and cost justified" and whether their approval was "in the
public interest." Id. at 1114. We held, further, that the 191 account mechanism should
yield a just and reasonable rate because
Questar Gas's tariff, previously approved by
the Commission, already set out the formula

3.

Questar Gas estimated the annual cost at between $7.5 and $8.5 million, or $8 to $9 per
customer, which it would pay to Questar Pipeline
under the proposed contract.
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by which rates would be determined, based
on the costs and revenues assigned to different accounts. Id. at 1115. We remanded the
case to the Commission for further consideration in accord with the 191 account mechanism procedures.4 Id. at H 20.
14 On December 17, 1999, over a year
before we issued our 2001 decision, Questar
Gas filed a general rate proceeding, which
included a request under Utah Code section
54-7-12(3)(a) for interim rate relief of over
$7 million annually to cover the C0 2 plant
operating costs. Questar Gas also included
previously unrecovered CO2 plant operating
costs in its general assessment of its total
revenue deficiency. Questar Gas did not,
however, seek approval of its contract with
Questar Pipeline. The Commission held a
hearing to consider Questar Gas's request for
interim rate relief and granted the request
on January 25, 2000. On February 14, 2000,
Consumer Services petitioned the Commission for reconsideration or rehearing regarding the interim rate increase, arguing that
the increase was not legally proper, factually
supported, or in the public interest. By declining to respond to Consumer Servicers
request, the Commission affirmed its January 25th order. On June 2, 2000, Questar
Gas and the state Division of Public Utilities
(the Division) filed a stipulation (the CO2
Stipulation) that "resolv[ed] between them
the issues of cost recovery and ratemaking
treatment of gas processing costs," and
agreed that annual C02 plant costs in the
amount of $5 million should be passed on to
ratepayers. In re Questar Gas Co., 203
P.U.R.4th 356 at 29, 2000 WL 1451221 (Utah
2000). The Commission held a hearing regarding the C0 2 Stipulation on June 23, 2000.
Subsequently, two of the intervenors in the
rate proceeding, the Large Customer Group
and the Industrial Gas Users, withdrew their
objections to the CO2 Stipulation. Consumer
Services, however, continued to object. Nev4.

Based on the Commission's finding, discussed
below, "that it was impossible to make a [prudence] determination because the record was
insufficient and could not be created," we limited our 2001 holding to the question of "the
procedure Questar [Gas] should have followed to
recover processing costs incurred between June
1999 and August 2000." Questar Gas Co., 2001
UT93, K6n. 7, 34P.3d218.

ertheless, in its final report and order, issued
on August 11, 2000, the Commission accepted
the CO2 Stipulation.
115 In making this decision, the Commission determined that it need not rule on
whether Questar Gas's decision to contract
with its affiliate Questar Pipeline was prudent. The Commission specifically acknowledged that "[t]he record is insufficient to
permit us to determine whether [Questar
GasJ's analysis of options prior to early 1998
was sufficiently objective and thorough, that
is, to reach a conclusion whether options
were ruled in or out as a result of the
influence of affiliate interests. Nor can a
sufficient record be developed." Id. at 34.
The Commission acknowledged that Questar
Gas's prudence in this matter remained
"[t]he most troubling question" and that the
burden to demonstrate prudence was on
Questar Gas. Id. at 35. However, the Commission went on to determine that "[o]nce
coal seam gas became a persistent threat to
the BTU content of [Questar Gasj's gas supply, customer safety was threatened and an
effective response was mandatory." Id. at
34. The Commission reasoned that it could
decide the legitimacy of recovering C0 2 plant
operating costs from ratepayers without determining whether the underlying affiliate
contract was prudent because Questar Gas
had not specifically applied for a decision on
the latter issue. Id. at 35. The Commission
then accepted the argument that $5 million
per year, which represented 68% of the costs
of C0 2 processing, represented a "fair and
reasonable settlement of the cost recovery
issue," based on the Commission's assessment of the probable result if the allocation
issue had been brought before the Federal
Energy Regulatory Commission (FERC) in
the first place.5 Id. at 36.
116 In dissent, commission chairman Stephen F. Mecham argued that since "[t]he
5. The federal government regulates pipeline
companies that transport gas in interstate commerce under the Natural Gas Act, 15 U.S.C.
§§ 717 et seq. (1992). The Natural Gas Act requires FERC's regulation to be in the public
interest.
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CO2 gas processing plant issue turns on what
[FERC] would have done had Questar Gas
first taken the case there," the Commission
should have required Questar Gas to obtain a
ruling from FERC before making its decision. Id. at 60 (noting that the Commission
had been "left with too many questions the
answers for which [it] can only surmise").
According to Chairman Mecham, while
FERC might have imposed CO2 plant costs
on consumers, "[i]t is just as conceivable that
the FERC would have required producers to
meet Questar Gas's needs" rather than forcing Questar Gas to cover the cost itself by
raising rates. Id.
U7 After the Commission refused Consumer Services's petition for reconsideration,
Consumer Services sought judicial review in
this court under Utah Code section 78-22(3)(e)(i) (2002).
STANDARD OF REVIEW
[1] 118 Section 63-46b-16 of the Utah
Administrative Procedures Act governs this
court's review of administrative agency decisions based on formal adjudicative hearings.
Utah Code Ann. § 63b-46b-16 (1997 & Supp.
2002). The statute provides, in pertinent
part, that a court may grant relief to a
petitioner seeking review of a final agency
action where:
(d) the agency has erroneously interpreted
or applied the law;
(e) the agency has engaged in an unlawful
procedure or decision-making process, or
has failed to follow prescribed procedure;
(g) the agency action is based upon a determination of fact, made or implied by the
agency, that is not supported by substantial evidence when viewed in light of the
whole record before the court;
(h) the agency action is:
(i) an abuse of the discretion delegated
to the agency by statute;
6.

Consumer Services cites the Commission's
1984 decision allowing the reorganization of
Mountain Fuel Supply Company as Questar Corporation, In re Mountain Fuel, Case No. 84-057-

(iii) contrary to the agency's prior practice, unless the agency justifies the inconsistency by giving facts and reasons
that demonstrate a fair and rational basis for the inconsistency; or
(iv) otherwise arbitrary or capricious.
Id. § 63-46b-16(4). Unless the legislature
has granted discretion to an agency to interpret statutory language, we review an agency's construction of statutory provisions under a correction of error standard, granting
the agency no deference. Hegarty v. Bd. of
Oil, Gas, & Mining, 2002 UT 82, 1117, 57
P.3d 1042; WWC Holding Co. v. Pub. Serv.
Comm'n, 2001 UT 23,118, 44 P.3d 714.
1f 9 The parties dispute the applicable standard of review in this case. While Consumer
Services contends that the correction of error
standard applies and that the Commission's
ruling was also an abuse of discretion, the
Commission argues that the ruling was within its discretion and was supported by substantial evidence. We discuss the proper
standard of review in the course of our analysis below.
ANALYSIS
1110 Consumer Services argues that the
Commission abused its discretion by failing
to determine whether Questar Gas's initial
decision to enter into a contract with its
affiliate Questar Pipeline to construct and
operate the CO2 plant was prudent. The
Commission's obligation to make a prudence
determination stems, according to Consumer
Services, from the Commission's own prior
pronouncements on the need for close regulation of Questar Gas's affiliate transactions.6
Consumer Services argues further that the
Commission's failure to conform to its previously-stated policy rendered its approval of
the CO2 Stipulation invalid as a matter of law
because the prudence of the underlying contract was a necessary prerequisite to a determination that the rates proposed in the C0 2
Stipulation were just and reasonable. In
other words, Consumer Services maintains
that Questar Gas's burden of proof in estab10, at 22-23 (Utah P.S.C. Oct. 1, 1984), in which
the Commission conditioned its approval of the
reorganization on continued close regulation by
the Commission.
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lishing that its proposed rates are just and
reasonable includes the burden of showing
that the underlying contract between Questar Gas and Questar Pipeline was prudent
Intervenors Crossroads Urban Center and
Salt Lake Community Action Program (collectively, Crossroads) argue that Questar Gas
bore this burden regardless of the affiliate
relationship between it and Questar Pipeline,
pointing out that, otherwise, Questar Gas
would never have to justify any decisions
resulting in increased costs in order to recover these costs from ratepayers. Crossroads
also argues that the Commission had no authority to accept the C0 2 Stipulation because
the stipulation was contested by some of the
parties and could not, consistent with the
Commission's statutory obligations, serve as
a substitute for an independent determination that the proposed rate increase was just
and reasonable.7
1111 In response, the Commission argues
that its decision to assign a percentage of
CO2 plant costs to ratepayers is within its
regulatory discretion. The Commission
maintains that the CO2 plant was Questar
Gas's only available option to ensure the
safety of its customers and that therefore a
determination of the prudence of Questar
Gas's choice to contract with Questar Pipeline to build and operate the plant was irrelevant. Because the result was "necessary," it
would not be just or reasonable to prevent
Questar Gas from recovering its costs even if
its decisionmaking process was flawed.
Moreover, the Commission notes that the
need to reduce C0 2 levels resulted from
Questar Gas's "uniquely high BTU and C0 2
content standards," thus suggesting that allocating the cost to Questar Gas ratepayers
was justified. The Commission argues that
the cost allocation proposed in the C0 2 Stipulation was reasonable based on the Commission's prediction of what FERC would have
done, Jntervenor Questar Gas argues that
the Commission's approval of the C0 2 Stipulation must be upheld because it is supported
by substantial evidence in the record. Questar Gas faults the petitioners for failing to
marshal the evidence in support of the Com7. According to the Commission, the issue of
whether the Commission can accept a contested

mission's findings and to demonstrate that
the evidence was insufficient. In addition,
Questar Gas maintains that it met its burden
to show that its transaction with Questar
Pipeline was justified and that the Commission met its obligation to establish just and
reasonable rates.
1112 We first note that, despite Questar
Gas's position on this point, the record clearly indicates that the Commission did not
make a determination that the C0 2 plant
contract between Questar Gas and Questar
Pipeline was prudent. Indeed, the Commission stated that there were insufficient facts
in the record for it to make such a determination, nor could a sufficient record be developed. We note further that the Commission
does not contest Consumer Services's claim
that a utility is generally obligated to establish that its transaction with an affiliate is
prudent before receiving commission approval for the transaction, and that this prudence
determination is a prerequisite to the determination of whether a consequent rate increase is just and reasonable. In fact, as
noted above, the Commission explicitly recognized these obligations in its original 1998
report and order. Thus, the real issue in
this case is whether the Commission may
rely on a "safety exception" that relieves
Questar Gas of its burden to demonstrate the
prudence of its contract with Questar Pipeline to construct and operate the C0 2 plant
under terms that caused Questar Gas to incur the costs it now seeks to pass on to
ratepayers.
[2,3] 1113 Even assuming that the requirement of a prudence review was initially
within the Commission's discretion rather
than a mandatory legal obligation, it is now
an established Commission practice to which
the Commission must adhere unless it presents "facts and reasons that demonstrate a
fair and rational basis for the inconsistency."
Utah Code Ann. § 63-46b-16(4)(h)(iii); see
Questar Gas Co. v. Utah Pub. Serv. Comm'n,
2001 UT 93,111118-19, 34 P.3d 218. We hold
that the Commission's safety rationale is neistipulation was not preserved for judicial review.
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ther an adequate nor a fair and rational basis
for departing from its prudence review standard. While safety concerns may have necessitated the construction and operation of a
C0 2 plant, they do not establish who should
bear the cost of these measures. If the
record had permitted, the Commission could
have carried out its initial obligation to review the prudence of the CO2 plant contract
and its terms, holding Questar Gas to its
burden of establishing that its decision to
enter into the contract and the costs it
agreed to were prudent and not unduly influenced by its affiliate relationship with Questar Pipeline. Since the Commission found
that no such record was or could be made
available, it should have refused to grant a
rate increase that included CO2 plant costs.8
We therefore overturn the Commission's decision to accept the C0 2 Stipulation and to
grant the rate increase proposed therein.
1114 We note that we would reach the
same result under a correction of error
standard because the Commission's decision
to accept the CO2 Stipulation's proposed
rate increase constitutes an erroneous application of the law. The Commission erred
by failing to hold Questar Gas to its burden
of showing that the increase was just and
reasonable. Section 54-3-1 mandates that
"[a]ll charges made, demanded or received
by any public utility . . . for any product or
commodity furnished or to be furnished, or
for any service rendered or to be rendered,
shall be just and reasonable." Utah Code
Ann. § 54-3-1 (1997 & Supp.2002). As this
court has previously recognized, "[t]he first
prerequisite of a rate order [by the Commission] is that it be preceded by a hearing
and findings. At such a hearing the legislature intended there be evidence adduced
which could reasonably be calculated to resolve the issue presented for determination,"
which in that case as in this one was a rate
increase. Utah Dep't of Bus. Regulation v.
Pub. Serv. Comm% 614 P.2d 1242, 1245
(Utah 1980). The utility bears the burden
of presenting the evidence necessary to support the Commission's "essential finding[s]":
8. Alternatively, if Questar Pipeline had received a
determination of the proper cost allocation from
FERC, and if the Commission had accepted it,
such a determination would likely have constitut-

"In the regulation of public utilities by governmental authority, a fundamental principle
is: the burden rests heavily upon a utility to
prove it is entitled to rate relief and not
upon the Commission, the Commission staff,
or any interested party or protestant, to
prove the contrary." Id. The Commission
"is entitled to know and before it can act
advisedly must be informed of all relevant
facts," otherwise, "it could not effectively
determine whether a proposed rate was justified." Id. at 1248. The utility must therefore put forth substantial evidence to establish that its proposed increase is "just and
reasonable." Id. at 1245-46. The Commission, in turn, bears responsibility for holding
the utility to its burden.
1f 15 Here, the Commission focused on its
determination that Questar Gas's decision to
construct and operate the C0 2 plant "yielded
the required result" by protecting customer
safety. In re Questar Gas, 203 P.U.R.4th
356 at 35, 2000 WL 1451221 (Utah 2000).
Therefore, the Commission reasoned, CO2
plant costs "can be legitimately recovered in
rates." Id. The C0 2 Stipulation, the Commission ruled, was a "fair and reasonable
settlement of the cost recovery issue" even
though there was "[insufficient record support to suggest the probable outcome had the
case gone to FERC." Id. at 35-36. This
analysis fails to hold Questar Gas to its burden of proof. By accepting the C0 2 Stipulation with no consideration of the prudence of
the underlying source of the new costs (i.e.,
the contract between Questar Gas and its
affiliate Questar Pipeline), the Commission
abdicated its responsibility to find the necessary substantial evidence in support of the
proposed rate increase in the record. We
are far from certain, moreover, that the
Commission could conceivably determine
whether a rate increase is just and reasonable without examining whether the underlying cost-incurring activity was reasonable,
which in turn seems to require some attention to the utility's decisionmaking process,
most particularly where negotiations with an
ed a fair and rational basis for departing from
the Commission's regular prudence review requirement.
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affiliate are involved. Questar Gas's decision
not to seek a cost allocation determination
from FERC, given the possibility that FERC
might have imposed the entire cost on producers rather than on ratepayers, raises further questions regarding the utility's fidelity
to its obligations to its customers. See Utah
Dep't of Admin. Servs. v. Pub. Sew.
Cornm'n, 658 P.2d 601, 618 (Utah 1983) (stating that a utility's "monopoly position" imposes upon it a "consequent duty to operate
in such manner as to give to the consumers
the most favorable rate reasonably possible,"
and that this obligation is reflected in the
statutory "just and reasonable" requirement
(internal quotation marks omitted)). While
the Commission correctly recognized Questar
Gas's obligation to ensure the safety of its
customers, it incorrectly concluded that this
factor provides a near-automatic justification
for a rate increase regardless of how the
initial threat to safety arose or how the utility sought to alleviate it.

CONCLUSION
1116 We reverse the Commission's order
and reject the rate increase proposed by the
CO2 Stipulation.
1117 Associate Chief Justice DURRANT,
Justice PARRISH, Justice NEHRING, and
Judge NOEL concur in Chief Justice
DURHAM'S opinion.
1118 Having recused himself, Justice
WILKINS does not participate herein;
Third District Judge FRANK NOEL sat.
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ISSUED: December 17. 2003
By the Commission:
In an August 26, 2003, Scheduling Conference, we directed the parties in these
matters to address jurisdictional and procedural matters arising from the Utah Supreme Court's
decision issued in Committee of Consumer Services vs. Utah Public Service Commission,
2003 UT 29, 75 P.3d 481 (Utah 2003) (hereafter C02 Case). In that decision, the Court reversed a
portion of our final Report and Order issued August 11, 2000, in Docket No. 99-057-20, (hereafter
August 2000 R&O).
BACKGROUND
In our August 2000 R&O, we accepted a stipulation (hereafter C02 Stipulation), between
Questar Gas Company (hereafter Questar) and the Division of Public Utilities (hereafter the

Division), presented in the general rate proceedings of that docket, by which Questar could recover up
to $5 million per year for costs associated with C02 processing services performed by a Questar
affiliate. We approved the C02 Stipulation and incorporated its results in setting rates in the August
2000 R&O, without directly considering the prudence of Questar's actions which culminated in
executing the C02 processing agreement between the two companies. We believed that the C02
Stipulation represented a "fair and reasonable settlement of the cost recovery issue" of actions
undertaken to address safety issues resulting from high C02 levels in natural gas delivered to
Questar. The Committee of Consumer Services (hereafter Committee) opposed the C02 Stipulation
and the resulting impact it had on rates set by the August 2000 R&O. The Committee appealed our
August 2000 R&O to the Utah Supreme Court.
After summarizing the parties' positions in C02 Case, supra, the Court characterized the issue
on appeal as "whether the Commission may rely on a 'safety exception' that relieves Questar Gas of
its burden to demonstrate the prudence of its contract with Questar Pipeline to construct and operate
the C02 plant under terms that caused Questar Gas to incur costs it now seeks to pass on to
ratepayers." Id, P.3d at 485. The court rejected the Commission's safety rationale basis to support the
rates ordered in the August 2000 R&O. The Court held that a safety rationale "is neither an adequate
nor a fair and rational basis for departing from [a Commission] prudence review standard" and
holding the utility to its burden of proof that resulting rates are just and reasonable Id. The Court
concluded its opinion with the following words, "[w]e reverse the Commission's order and reject the
rate increase proposed by the C02 Stipulation." Id, P.3d at 487.
Our August 23, 2003, scheduling order asked the parties to address what further proceedings
the Commission can and should conduct, in light of the Court's opinion that our prior safety rationale

may not be relied upon as a substitute for holding a utility to its burden to prove prudent actions have
incurred costs which may be recovered in just and reasonable rates.

The Committee's position

can be summarized as follows:
1. The Commission has already found that the record in this case was insufficient to determine
whether Questar's decisions relating to the gas processing were prudent.
2. The Supreme Court did not remand the case to the Commission with instructions, thereby
implying the Commission could do nothing further.
3. To conduct further proceedings in this case would give Questar a second opportunity to try
to prove the prudence of its decisions.
4. All that remains for the Commission to do is determine the amount of the refund of gas
processing costs due ratepayers and how that amount should be refunded.
Questar's position can be summarized as follows:
1. Further proceedings in this case do not constitute a 'second bite at the apple,' but rather
permit Questar to complete the presentation of its case.
2. The Commission's acceptance of the C02 Stipulation interrupted the normal progress of
Questar's general rate case and therefore the Commission did not complete the process of
adjudicating the issue of prudence.
3. The Supreme Court's ruling, that a safety rationale cannot be used to dispense with a
Commission resolution of the prudence issues raised, places the parties and the case back where they
were immediately before the Commission approved the C02 Stipulation.
4. Questar should be permitted to marshal the evidence from the records in Dockets 98-057-12
and 99-057-20 on the prudence issues and argue its prudence case, other parties may do the same and

the Commission should render its decision on the matter.
5. The Commission's authority to conduct further proceedings is derived from legislative
delegation to set just and reasonable utility rates, not delegated by the Supreme Court's reversal.
US Magnesium LLC makes an argument substantially identical to that of the Committee. The
Division and UAE Intervention Group (hereafter UAE) make arguments similar to that of Questar.
They argue for further proceedings, to the extent the Commission has not already ruled on the
prudence issues.

ANALYSIS
Certain language in our August 2000 R&O is ambiguous at best and has led to the differing
opinions of the parties on this matter. That language is, "The record is insufficient to permit us to
determine whether the Company's analysis of options prior to early 1998 was sufficiently objective
and thorough, that is, to reach a conclusion whether options were ruled in or out as a result of the
influence of affiliate interests. Nor can a sufficient record be developed." August 2000 R&O, page 34.
This appears as a finding of fact or conclusion of law. It was not. Rather, it was an ambiguous use of
dicta. The very next paragraph, after discussing Questar's burden of proof on prudence, states,
"Parties differ as to whether it did so successfully. But whether or not [Questar] met this burden, we
can and do conclude that its decision to procure gas processing has yielded the required result, that is,
it has effectively protected the safety of its customers." Id, at page 35. The phrase 'whether or not
Questar met this burden' indicated the Commission did not make that determination and found it
unnecessary to do so in view of the Commission's decision to decide the matter on public safety
considerations. Further, there is no discussion of an analysis on prudence as required to support the

supposed determination. US West Communications vs. Public Service Commission, 882 P.2d 141,
144-45 (Utah 1994) and Milne Truck Lines, Inc. vs. Public Service Commission, 720 P.2d 1373, 1378
(Utah 1986). A determination of the sufficiency of the evidence was not central to the safety rationale
adopted by the Commission. The language was dicta. See, e.g., Callahan v. Salt Lake City, 125 P.863
(Utah 1912), Beaver County vs. Home Indemnity Company, 52 P.2d 435, 444-45 (Utah 1935).
Finally, the ambiguous dicta referred only to the objectivity of Questar's analysis prior to early 1998
and not to evidence relating to other actions or prudence criterion by which one might judge
Questar's actions relating to the C02 levels in the natural gas it delivered to customers. The
Commission has not yet put Questar to its burden of proof that its decisions were prudent and rates
including some, if any, recovery of processing costs are just and reasonable.
The Commission cannot abdicate its responsibility to analyze the evidence regarding the
prudence of Questar's decisions and determine whether any rate increase which includes some, if any,
recovery of gas processing costs is just and reasonable. To do otherwise, as requested by the
Committee, would be to impermissibly let the Court usurp the Commission's legislative authority to
set just and reasonable rates. Mountain States Telephone & Telegraph Company vs. Public Service
Commission, 155 P.2d 184, 187-88 (Utah 1945), Utah Department of Business Regulation vs. Public
Service Commission, 614 P.2d 1242, 1250 (Utah 1980) and Utah Department of Administrative
Services vs. Public Service Commission, 658 P.2d 601, 615 (Utah 1983); see also Parowan Pumpers
Association vs. Public Service Commission, 586 P.2d 407 (Utah 1978) and Committee of Consumer
Services vs. Public Service Commission, 638 P.2d 533, 535-36 (Utah 1981) (no refund of rates
collected under the overturned Commission decision in the Parowan Pumpers case, "rates would
have been unlawful only if the Commission had, as it might have done, finally rejected the rates.").

The Supreme Court's reversal of a portion of the August 2000 R&O places the case in the
same position it was before the Commission's approval of the C02 Stipulation. See, e.g., Phebus vs.
Dunford, 198 P.2d 973, 974 (Utah 1948) ("A reversal of a judgment or decision of a lower court. . .
places the case in the position it was before the lower court rendered that judgment or decisions, and
vacates all proceedings and orders dependent upon the decision which was reversed."). At that point
in time, Questar and other parties had put on their cases in chief and all that remained was final crossexamination of witnesses (Questar, at oral argument has said that this is no longer needed by the
company), a marshaling of the evidence and final arguments.

ORDER
Wherefore, we conclude that the parties should now have the opportunity to marshal the
evidence from the existing records in Dockets 98-057-12 and 99-057-20 relating to the prudence of
Questar's actions and decisions. We will determine whether Questar has met its burden to show that
its actions were prudent and that inclusion of any costs relating to remedial actions affecting C02
levels in the natural gas delivered to customer results in just and reasonable rates. We have set a
Scheduling Conference to confer with the parties in order to set the dates on which the parties may
make their presentations on these issues.

DATED at Salt Lake City, Utah, this 17 th day of December, 2003.

Is/ Constance B. White, Commissioner

/s/ Ted Boyen Commissioner
/s/ Val Oveson, Commissioner Pro Tern
Attest:
/s/ Julie Orchard
Commission Secretary
GW# 36339
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I Monday, August 18, 2003

2:00 p.m.

2

3
4

PROCEEDINGS
CHAIRMAN CAMPBELL: Let's go on the record

5 in Docket No. 98-057-12, 99-057-20, 01-057-14, and
6 03-057-05 in the Matter of the Application of Questar
7 Gas Company to Adjust Rates for Natural Gas Service in
8 Utah.
9

We will note that in the docket 03-057-05

10 that we did not issue a notice for this hearing. We
II believe all the parties in that docket are
12 participants in this hearing. That is the docket
13 Mr. Warnick filed, made his filing.
14

To begin with I just need to make a

15 statement that I will not be participating in this
16 case because of the appearance of any bias caused by
17 my former role as the Director of the Division of
18 Public Utilities. I was director at the time that
19 this case was heard and argued, and I was involved in
20 the policy decisions taken by the Division.
21

I have contacted the Governor's office and

22 requested that they appoint a Commissioner protem as
23 provided for in our statute. It is our feeling that
24 this case should be heard by three commissioners.
25 For similar reasons Doug Tingey at the Commission and
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1 Lowell Alt will not participate in the policy
2 discussions related to this case. I'm going to turn
3 the time over to Commissioner White.
4

COMMISSIONER WHITE: Thank you. Let's go

5 off the record for just a minute.
6

(Discussion was held off the record)

7

COMMISSIONER WHITE: Let's go back on the

8 record. Let's take appearances for the record.
9 Mr. Dodge, do you want to start?
10

MR. DODGE: Yes. Thank you, Commissioner

11 White. My name is Gary Dodge. I represent the UAE
12 Intervention Group.
13

MR. BROWN: On behalf of Questar Gas

14 Company, I'm C. Scott Brown. Here also with me today
15 is Colleen Larkin Bell who's appearing on behalf of
16 Questar Gas. Also appearing with us are Gregory B.
17 Monson of the law firm of Stoel Rives and Gary G.
18 Sackett, the law firm of Jones Waldo Holbrook &
19 McDonough.
20

MR. GINSBERG: Michael Ginsberg and Patricia

21 Schmid for the Division of Public Utilities.

22

MR. WARNICK: Reed Warnick for the Utah

23 Committee of Consumer Services.
24

COMMISSIONER WHITE: Mr. Warnick, would you

25 like to start, whatever you think might be
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 appropriate right now?
2

MR. WARNICK: All right. Thank you,

3 Commissioner White. We — this hearing, scheduling
4 hearing today is a response to a motion filed by
5 Questar Gas for some meeting to discuss how to
6 proceed in response to the August 1st decision of the
7 Utah Supreme Court which reversed the Commission's
8 decision allowing C — what we call are C02
9 processing cost rates. The Committee has also filed
10 with the Commission as was noted in the beginning, a
11 petition to in effect implement what we see as a
12 final order of the Utah Supreme Court.
13

I would note that the counsel for the

14 parties have had some discussions among themselves
15 regarding the scheduling of this meeting and what
16 purpose it might have.
17

COMMISSIONER WHITE: Excuse me, you're

18 talking about a meeting to decide how to implement
19 the order, is that what you are talking about?
20

THE WITNESS: This meeting today.

21

COMMISSIONER WHITE: I thought you were

22 talking about the future one. I see.
23

MR. WARNICK: And how that pertains to going

24 forward in the future. I believe the Committee's
25 position is made clear in our petition and it is
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 clear that is not the view of Questar Gas and maybe
2 I'll let them speak for themselves. But there's been
3 some discussion of a need to legally brief some of
4 the issues in this matter and possible scheduling
5 dates at that time which we have no strong objection
6 to as long as they are reasonable. And I think at
7 this point I'll just yield to counsel for Questar to
8 explain their position.
9

COMMISSIONER WHITE: Mr. Brown?

10

MR. BROWN: Commissioner White, yes, I guess

11 from our perspective and part of the rationale for us
12 filing the motion for the scheduling conference is in
13 viewing the decision of the Utah Supreme Court we
14 think their reversal without instruction does nothing
15 more than invalidate the approval of the stipulation.
16 And because of that we believe that the matter is now
17 back in the hands of the Commission to substantively
18 determine the C02 issue and charges related to that.
19

As Mr. Warnick expressed there's a diversion

20 of view as to exactly what the Commission's rights
21 and obligations are here. We think itfs a matter

22 that there are a number of legal issues that involve
23 the procedural status of the case, Mr. Warnickfs
24 motion with regards to refunds. We think there are a
25 lot of rate issues about what rate applies, what
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 needs to be refunded and how much. It kind of
2 cascades through the case. And we believe — and
3 going on a forward basis, it would help the
4 Commission in determining what its jurisdiction is
5 and what you do in regards to going forward that we
6 brief those issues, that we have argument on the
7 issues and then at that point the Commission decides
8 what the road map is in going forward.
9

COMMISSIONER WHITE: Thank you.

10 Mr. Ginsberg?
11

MR. GINSBERG: As you can tell there are two

12 opposing points of view on how the meaning of the
13 Utah Supreme Court decision and possibly other issues
14 surrounding what the reversal by the Supreme Court
15 means. And so we agree that a briefing schedule is
16 appropriate.
17

We also think, though, possibly it would be

18 helpful if Questar and the Committee and others
19 including the Division, particularly Questar and the
20 Committee file at some early stage what they see the
21 issues exactly are that everyone is supposed to be

22 briefing.
23

As Mr. Brown said he sees a number of issues

24 surrounding what rates are in effect, what effect it
25 has in the past, so I think it would be helpful if
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 there was a clear statement what issues, so we are
2 not writing, talking around even other or past each
3 other.
4

So I would say maybe one of the first things

5 to do is have some sort of filing with the Commission
6 outlining what they see the issues are and then even
7 if the Commission saw things that they wanted
8 addressed, they could let us know.
9

COMMISSIONER WHITE: Mr. Dodge?

10

MR. DODGE: Thank you, Commissioner White.

11 From the perspective of the UAE Intervention Group, I
12 guess there are clearly some divergent legal views
13 that need to be briefed. But I still think we need
14 to proceed in an organized legal way; although, we're
15 kind of informal here. This is still a legal
16 proceeding, procedures that should be followed.
17

And I don't support this briefing in the

18 abstract, what the Commission could or should think
19 about doing. I submit that briefing should follow
20 requests in the dockets, the three dockets that were
21 reversed. There were no further proceedings. The

22 record is closed. The mandate has been transferred
23 to the Supreme Court, has not been returned, no
24 further directions.
25

I believe if there's an effort to do
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
10

1 something with those dockets, there has to be a
2 motion filed. The Committee has filed a motion
3 trying to implement the Supreme Court ruling for a
4 refund, and I think parties can respond to that in
5 the normal course. And I submit to the extent anyone
6 thinks this Commission can or should do something
7 different than what the Committee has requested in
8 its motion, they ought to file a motion requesting
9 that and then let parties respond.
10

It kind of gets to Mr. Ginsberg's argument,

11 I don't know what to brief in the abstract. If
12 someone files a motion, I certainly know how to
13 respond to that, and it also crystallizes the issues
14 that people think need to be resolved.
15

COMMISSIONER WHITE: So rather than just

16 brief in the abstract, what everybody think what the
17 Commission should be doing, you're saying it would be
18 more helpful to respond to a particular motion ~
19

MR. DODGE: Correct.

20

COMMISSIONER WHITE: - in order to focus

21 that? But wouldn't a list of issues also help focus

22 that? Do you think that's procedurally incorrect?
23

MR. DODGE: I do, Your Honor. Because I

24 think in the three dockets there's no more
25 proceedings contemplated. That jurisdictionally I
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1 don't believe that sits with this court. It's been
2 reversed. If there's an effort to reopen, I think it
3 needs to be by some kind of a motion. And the
4 motions would be the issues' list because they would
5 put a request for a decision clearly before the
6 Commission and then the parties can react to it.
7 That's why brief issues is always going to move to
8 have happened —
9

COMMISSIONER WHITE: So you think there's

10 nothing really before this Commission right now
11 except the Committee's motion?
12

MR. DODGE: Correct.

13

COMMISSIONER WHITE: Well, then Questar

14 filed a motion also asking ~
15

MR. DODGE: For a scheduling conference.

16 And I'm just inviting Questar to file a motion for
17 what relief they think is legally available and
18
19

fromCOMMISSIONER WHITE: Well, their request

20 says they would like a scheduling conference to
21 determine and schedule additional proceedings as may

22 be necessary. And I agree with you that we need to
23 get more specific than that, but maybe that would
24 serve as a motion that we now need to make more
25 particular.
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1

MR. DODGE: That's certainly my view,

2 Commissioner White. I think that it would be helpful
3 to all of us to crystallize what relief someone
4 thinks ought to be granted. The Committee has done
5 that and we can now all react to that. I think, if
6 any party including Questar believes some additional
7 or different avenue is appropriate, they ought to
8 file the motion and let people respond to it, then
9 hold arguments on it and then proceedings as
10 appropriate and not the rulings on the motions in the
11 legal.
12

COMMISSIONER WHITE: Mr. Brown, it's not

13 totally clear from Questar's filing that you're not
14 simply saying "Yeah, let's schedule whatever it is
15 the Committee wants to do" so — which I take it was
16 not your intent?
17

MR. BROWN: Well, in - no, it isn't our

18 intent necessarily to do that. In all due respect to
19 Mr. Dodge's arguments, we spent a substantial amount
20 of time researching what a reversal without
21 instructions means. And it's as if that stipulation

22 never was approved and was — never existed. It
23 essentially puts us back somewhere in the middle of
24 that docket.
25

COMMISSIONER WHITE: Well, more precisely I
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1 think it's this Commission ~ it's as though the
2 Commission never ruled.
3

MR. BROWN: On the stipulation.

4

COMMISSIONER WHITE: I don't think it's

5 whether the stipulation exists, it was - now it's
6 the same as if it were not adopted.
7

MR. BROWN: It's as if the stipulation were

8 not adopted. It puts us back somewhere in the 1999
9 case. I mean, we joke about it kind of warps the
10 space time continuum almost. And I guess our issue
11 is this is we think it puts us back into the case.
12 That's why we would like in that docket in that point
13 of time. That's why we want to set additional
14 hearings to go forward in that case in that docket.
15 That's why we asked for that in the scheduling
16 conference. We think we're back where we were. And
17 I don't believe that there's a whole lot of motions
18 that can emanate out of that. We think we have to go
19 back and the Commission has to substantively now
20 address the C02 issue following statutory standards
21 and guidelines as opposed to simply approving a

22 stipulation.
23

COMMISSIONER WHITE: Well, obviously we

24 would like legal briefs on that.
25

MR. BROWN: And that was the purpose in
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 filing that. I mean, it's not like we are asking for
2 the Commission to do any other action other than to
3 go back and revisit - well, and that's probably not
4 the right way to characterize it. But to begin from
5 where the stipulation was disapproved in that 1999
6 docket and go forward with evidentiary proceedings as
7 may be appropriate.
8

COMMISSIONER WHITE: And I take it the

9 Committee doesn't necessarily agree with that?
10

MR. WARNICK: That's correct. We think

11 that's putting the whole appellate procedure I at
12 least learned in law school in its head —
13

COMMISSIONER WHITE: Okay. I don't want

14 substantive arguments here -15

MR. WARNICK: Right.

16

COMMISSIONER WHITE: - but I did ask that

17 question.
18

MR. WARNICK: Yeah.

19

COMMISSIONER WHITE: I don't know if you had

20 any other ~
21

MR. WARNICK: Yeah, but that's obviously one

22 point that we are diametrically opposed on which
23 would be something we would brief then. Whether we
24 need to go beyond that point and what extent, I think
25 might be questionable at this point.
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1

COMMISSIONER WHITE: Mr. Ginsberg - or do

2 you want to weigh in again?
3

MR. GINSBERG: No, I really have nothing

4 else to add. I do know, tend to agree a little bit
5 with Mr. Dodge that whether you do it by motion like
6 he is suggesting, like what he just said could be a
7 motion, that it would be helpful to know more
8 precisely what is it that we're briefing. I
9 obviously understood that that issue was being
10 briefed, but there were many other things that
11 Mr. Brown said besides that we just go back and act
12 as if the stipulation didn't, didn't exist, that he
13 mentioned and there was another rate case. There's a
14 pass through proceeding that these rates are being
15 collected under. There's all sorts of potential
16 other issues. So whether it be done by motion and
17 outline specifically what they want to have happened
18 or by some sort of list, I think would be helpful.
19

COMMISSIONER WHITE: Mr. Dodge, anything

20 else?
21

MR. DODGE: Just briefly. In response, in

22 deference to Mr. Brown, I haven't done the research
23 but that's exactly the point. We have a procedural
24 situation here where we have a docket closed and a
25 reversal. And I believe to proceed properly so you
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 don't -- we don't get into the problems all over
2 again, someone needs to put squarely before the
3 Commission what they believe is the appropriate
4 relief. And I submit that comes by way of motion
5 even if it's a motion for continued hearings and then
6 parties can react to that. I'm just saying someone
7 needs to put something before the Commission with a
8 request and let us respond to it and do the research
9 and let you decide on.
10

COMMISSIONER WHITE: I want to step back for

11 a minute and get into the really important stuff.
12 Which docket number should this be in? I would like
13 to get it down to one docket if possible. Anybody
14 have any thoughts on that? Otherwise, we might just
15 do that on our own and combine them, but I'm not sure
16 how much it matters. I think we would be happy if it
17 was in one instead of three and put that up for you
18 to think about.
19

Let's go off the record for just a minute.

20

(Discussion was held off the record)

21

COMMISSIONER WHITE: Let's go back on the

22 record.
23

MR. FOX: Madame Chair?

24

COMMISSIONER WHITE: Yes.

25
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1

COMMISSIONER WHITE: Would you identify

2 yourself for the record?
3

MR. FOX: Yes, that's what I was about to

4 do. I'm Jeff Fox, and I'm making an appearance today
5 on behalf of Crossroads Urban Center, Utah Legislative
6 Watch and Salt Lake Community Action Program.
7

COMMISSIONER WHITE: Do you wish to make a

8 statement at this time?
9

MR. FOX: I don't.

10

COMMISSIONER WHITE: Okay. Thank you.

11

We are going to grant — well, we're going

12 to grant the motions of both parties in so far as
13 they request further proceedings. I think that the
14 Committee's petition is clear on its request to
15 adjust the account. We are holding off on a ruling
16 on that because we want further proceedings.
17

I think we are going to treat Questar's

18 motion as a motion for further proceedings.
19

MR. BROWN: That's what - we would

20 appreciate that.
21

COMMISSIONER WHITE: We would like a Bill of

22 Particulars, I think, from all counsel in this room
23 because the Commission — we're asking for briefing
24 from the parties on procedurally what are we supposed
25 to do next and what's your legal authority for
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 asserting this. What now? What do we do now? How
2 do we do it?
3

So how much time are the parties going to

4 need to assemble a list of items that everyone agrees
5 are what you want to brief and respond to? And then
6 once we get that list of the issues, how long do the
7 parties need to brief that?
8

Without really understanding everyone's

9 point of view just yet, I do know the Commission has
10 a few questions that we would kind of like to see
11 addressed. I might have Commissioner Boyer address
12 some of those questions before we get down to
13 scheduling our issues' list and scheduling our
14 briefs. So go ahead if you have issues you'd like to
15 see covered.
16

COMMISSIONER BOYER: Thank you,

17 Commissioner. Is this on? Is this on?
18

I'm going to exercise my prerogative as a

19 Commissioner and ask dumb questions and make dumb
20 suggestions, so bear with me.
21

I'm asking these at this point because it

22 may — it may affect in some way scheduling and
23 timewise as we go forward. I'm interested in knowing
24 whether the effect of the Supreme Court reopens the
25 existing dockets or if we need a new proceeding here
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 at least from the Questar side. We do have something
2 to act upon from the Committee's side. And I'm not
3 expecting a response to these. These are sort of the
4 random brain waves, if you will.
5

I'm wondering if Questar has any intention

6 of going to the FERC on the cost allocation issue?
7 That seemed to play a fairly important role in the
8 Supreme Court's decision. And if so, what's the time
9 line on that? Does that affect the scheduling? If
10 not, I guess we know how that would affect it.
11

I have a question just generally and that is

12 does Questar get a second bite at the prudency apple?
13 And how is that brought forth if that is the
14 indication? And if so — and if we rule on that,
15 would our order be retroactive, perspective or both?
16

I'm interested in knowing the effect of Utah

17 Code Section 54-7-17(4) as construed by the Supreme
18 Court in 638 P.2nd 533 dealing with the issue of if
19 the refund — does a refund in due of no stay of the
20 order increasing the rate, issues if no bond is
21 posted?

22

MR. WARNICK: What? I'm sorry. Could

23 you ~ your last one again?
24

COMMISSIONER BOYER: 638 P.2nd 533. It

25 construes 54-7-17 and it has some language in there
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 that seems to say that in the absence of the stay and
2 the bond refunds, the Commission does not have
3 authority to order a refund. So we need some
4 clarification on that, if that's good law. If I'm
5 reading it correctly, it's distinguishable and it's
6 based on what we are doing here.
7

I think in the back of my mind I'm wondering

8 how do we in this process protect the health, safety
9 and welfare of our ratepayers with respect to the
10 lower BTU gas carbon monoxide endangerment and so on
11 and what's the timing of that? And I guess a
12 relating question is if Questar does not seek the
13 relief that it seems to be asking here, can they
14 accept this unprocessed gas into the line and into
15 people's homes? And if so when can they do that?
16 And is there anything we can do to mediate the
17 problems with that? I guess in short, I'm interested
18 in a range of options of what we can and can't do.
19

And with respect to the refunds, I'm

20 interested in a range of options in that regard. Is
21 a refund the only choice, credits against future

22 billing, is that an appropriate approach? I guess
23 the bottom line is I'm interested in a range of
24 options as to what we can and should be doing in this
25 proceeding.
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1

COMMISSIONER WHITE: Thanks. Let's go off

2 the record.
3

(Discussion was held off the record)

4

COMMISSIONER WHITE: Let's go back on the

5 record.
6

The parties have proposed the following

7 schedule. That on September 25th, 2003, Questar and
8 the Committee each file briefs.
9

On October 23rd all parties who care to can

10 file responsive briefs and that's also the date that
11 Questar and the Committee will respond to the brief
12 that each of them filed in September. On November
13 5th reply briefs will be due.
14

I'd like to make a more clear statement of

15 the issues that the Commission is particularly
16 interested in or how we would frame the issues at
17 least from our point of view that we would like
18 addressed.
19

There is a sum of money that the company has

20 collected and continues to collect under an order
21 that the Supreme Court just reversed. So with

22 respect to the money that's been collected and the
23 money that now continues to be collected, what's the
24 base ~ can the Company retain that money? And if
25 so, what's the legal authority for that? And
DEPOMAX REPORTING SERVICES, INC. (801) 328-1188
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1 conversely for the Committee or any other party,
2 under what provision of the law or the Supreme
3 Court's order must it be given back? Also the same
4 questions with respect to perspectively collecting
5 that money. So we're just asking for the legal basis
6 for either retaining or refunding money under our
7 order that it has been reversed by the Supreme Court,
8 and of course, any other relevant issues with respect
9 to the Commission's jurisdiction.
10

MR. WARNICK: And otherwise, we won't

11 address Commissioner Boyer's issues at this time?
12

MR. BROWN: I think that's exactly -

13

COMMISSIONER WHITE: Unless you think it's

14 relevant to do that.
15

MR. WARNICK: I think we have plenty here.

16

MR. BROWN: I think Commissioner Boyer also

17 had other jurisdictional questions mixed in with his
18 five or six questions there.
19

COMMISSIONER WHITE: Is there anything else

20 we need to do on the record? Thanks.
21

Let's go back on the record. Mr. Brown,

22 would you draw up an order for the Commission that
23 reflects this?
24

MR. BROWN: Sure.

25

COMMISSIONER WHITE: Thank you very much.
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1 Now we're off.
2
3

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

(Proceedings concluded at 2:48 p.m.)
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

In the Matter of the Application of
QUESTAR GAS COMPANY to Adjust
Rates for Natural Gas Service in Utah

DOCKET NO. 03-057-05

In the Matter of the Application of
QUESTAR GAS COMPANY to Adjust
Rates for Natural Gas Service in Utah

DOCKET NO. 01-057-14

In the Matter of the Application of
QUESTAR GAS COMPANY for a
General Increase in Rates and Charges

DOCKET NO. 99-057-20

In the Matter of the Application of
QUESTAR GAS COMPANY for
Approval of a Natural Gas Processing
Agreement

DOCKET NO. 98-057-12
ORDER

ISSUED: August 30, 2004
SYNOPSIS
The Commission determined that Questar Gas Company failed to meet its
burden of proving it acted prudently in response to increasing deliveries of low heat
content coal-seam gas to its distribution system by affiliate Questar Pipeline Company.
The Commission rejects the parties' carbon dioxide stipulation, denies Questar Gas
Company's request for carbon dioxide processing plant rate recovery The Commission
will conduct further proceedings, in a separate docket, to address treatment of funds
collected from ratepayers and address a long term solution to coal-seam gas delivered
to customers.

DOCKET NOs. 03-057-05. 01-057-14. 99-057-20 & 98-057-12
-2BACKGROUND AND PROCEDURAL HISTORY
A.

Docket No. 98-057-T02
Following a series of meetings and discussions beginning in January 1998

with the Commission, the Division of Public Utilities (Division), and the Committee of
Consumer Services (Committee) to notify us of an imminent safety problem associated
with heat-content levels in the natural gas supplies it was receiving from Questar
Pipeline Company (Questar Pipeline), an affiliated company, and the incompatibility of
that gas with current appliance set points, Questar Gas Company (Questar Gas or
Company) filed Advice Letter 98-02 on April 21, 1998, reducing the heat-content
operating range in its tariff from 1020 to 1320 Btu per cubic foot (cf) to 980 to 1170
Btu/cf. The Division filed a memorandum on April 30, 1998, supporting the change, and
no party objected to it. The change became effective on May 1, 1998.
B.

Docket No. 98-057-12

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-3Questar Gas filed an application on November 25, 1998, in Docket No.
98-057-12, requesting approval of a contract with Questar Transportation Services
Company (Questar Transportation), a subsidiary of Questar Pipeline, for removal of
carbon dioxide (C0 2 ) from coal-seam gas tendered by shippers for transport on the
pipeline. The application also requested authorization to include C0 2 removal costs,
then estimated at $7.5 to $8.5 million annually, in the 191 Gas Cost Balancing Account
(Account 191). Questar Gas requested a Commission finding that the contract was
prudent. The Division and Committee presented testimony about the C0 2 processing
plant but argued that it was not necessary for the Commission to determine the
prudence of the contract at that time and that inclusion of the C0 2 removal costs in
Account 191 was inappropriate because the costs did not qualify for pass-through
treatment under Utah Code Ann. §54-7-12(3).
The parties conducted substantial discovery and presented extensive
evidence in
the case regarding Questar's decision to process C0 2 . On February 1, 1999, Questar
Gas filed

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-4the direct testimony of Alan K. Allred, Manager of Regulatory and Gas Supply Services
for Questar Regulated Services Company (Questar Regulated Services); Gary W.
DeBernardi, Vice President of Technical Services for Questar Regulated Services;
George K. Schroeder, Director of Research and Development for Questar Gas; and
John P. Snider, an outside consultant from Grimm Engineering, Inc. On April 1, 1999,
the Division filed the direct testimony of Darrell S. Hanson, Technical Consultant in the
Division's Energy Section, and Neal Townsend, Division Rate Analyst. On the same
day, the Committee filed the direct testimony of Michael J. McFadden, a consultant
from McFadden Consulting Group, Inc., and A.E. Middents, an independent consultant
retained by McFadden Consulting. Questar Gas then filed the rebuttal testimony on
April 26, 1999 of Messrs. Allred, DeBernardi and Schroeder and of Branko Terzic, who
is both a former Federal Energy Regulatory Commission (FERC) commissioner and a
former state regulator.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-5The Division and Committee filed a joint motion for summary judgment,
arguing that the C0 2 removal costs could not be included in Account 191 because they
did not qualify for pass-through treatment under the pass-through statute as a matter of
law. Following the filing of memoranda, the motion was argued in a hearing on June 7,
1999. Following the hearing, the Commission denied the motion without prejudice.
Accordingly, the Division filed the testimony of Charles E. Olson, consultant from Zinder
Companies, Inc., on June 17, 1999 and the rebuttal testimony of Mr. Hanson on June
22, 1999. Evidentiary hearings were held on June 22 and 23, 1999. Thereafter, the
parties filed opening briefs on September 1, 1999 and responsive briefs on September
30,1999.
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-6The Commission issued its Report and Order in Docket No.98-057-12 on
December 3, 1999 (1999 Order), ruling that the C0 2 removal costs could not be
recovered through Account 191 because they were not appropriate pass-through costs
under section 54-7-12(3). The Commission specifically declined to rule on the
prudence of the contract. The Commission stated that the request for approval of the
contract and recovery of costs must be considered either in a general rate case or an
abbreviated proceeding as defined by the Utah Supreme Court in Utah Dept. of
Business Reg. v. Public Serv. Commn, 614 P.2d 1242 (Utah 1980).
C.

2001 Supreme Court Decision
Questar Gas sought review of the 1999 Order before the Supreme Court.

Following briefing and oral argument, the Court reversed the 1999 Order on October
23, 2001, holding that Account 191 was a separate rate-changing mechanism not tied
to the pass-through statute and that the Commission was required to consider Questar
Gas's application according to previously established Account 191 procedures.1
By the time the case was remanded, the Commission had already issued
its Report and Order in Docket No. 99-057-20, (a non gas pass-through general rate
case) discussed below. Accordingly, the remand of Docket No. 98-057-12 was
consolidated with Docket No. 01-057-14, the then-pending gas cost pass-through
docket, also discussed below.
D.

Docket No. 99-057-20

1

Questar Gas Co. v. Public Serv. Comm'n, 2001 UT 93, 34 P.3d 218.
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-7On December 17, 1999, Questar Gas filed an application in Docket
No. 99-057-20 to increase its general rates by $22,227,000, $7.3 million of that amount
being for C02 removal costs. The application included direct testimony from Mr. Allred
relating to the C02 removal cost issue. Questar Gas sought emergency interim rate
relief of approximately $7 million, which was granted following hearing.
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-8Thereafter, additional discovery took place and the Division, Committee,
Large Customer Group (LCG) and MagCorp filed testimony on April 9, 2000 related to
C0 2 removal costs. Division witnesses Messrs. Hanson and Townsend and George
Compton, Technical Consultant in the Division's Telecommunications Group, filed
testimony on the C0 2 removal cost issue and Lowell Alt, Manager of the Division's
Energy Section and the Division's policy witness, filed testimony recommending that
50% of the C0 2 removal costs be allowed in rates. Committee witness Mr. McFadden
recommended that none of the costs be allowed in rates. LCG witness Kevin C.
Higgins, a consultant, and MagCorp witness Roger C. Swenson, MagCorp's Energy
Manager, also recommended that none of the costs be allowed in rates.
On May 24, 2000, Questar Gas filed the rebuttal testimony of Messrs.
Allred, Snider and Terzic relating to C0 2 removal costs. On the same day, LCG filed
the rebuttal testimony of Mr. Higgins responding to the Division testimony on rate
design associated with recovery of C0 2 removal costs. Surrebuttal testimony on C0 2
removal cost issues was filed by Dr. Compton for the Division on May 31, 2000.
On June 2, 2000, Questar Gas and the Division filed a C0 2 Stipulation,
agreeing that $5 million (approximately 68%) of C0 2 removal costs could be included in
rates and that up to $5 million could be included in rates each year for five years,
subject to further regulatory review of the reasonableness of the costs. They also
agreed that if Questar Gas wished recovery of C0 2 removal costs after May of 2004, it
would be required to seek further regulatory approval.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-9An allocation and rate design stipulation was filed by Questar Gas, the
Division, LCG and the Utah Industrial Gas Users (UIGU). Based on the rate design for
recovery of C02 removal costs provided in the latter stipulation, LCG and UIGU
withdrew their opposition to recovery of C0 2 removal costs in the amount provided in
the C02 Stipulation.
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-10A hearing was held on June 5 and 6, 2000, for the purpose of hearing
testimony in support of and in opposition to the C0 2 Stipulation. Based upon a request
of all parties, the Commission took administrative notice of the entire record in Docket
No. 98-057-12. Questar Gas and Division witnesses presented testimony in support of
the Stipulation and were cross examined by the Committee, which was the only party
that opposed approval of the Stipulation. The Committee also cross-examined
Messrs. Hanson and Townsend and Dr. Compton, in an attempt to elicit support for its
position that no recovery of C0 2 costs should be allowed. Questar Gas, the Division,
UIGU and LCG waived both cross examination of testimony challenging the prudence
of Questar Gas and the submission of further surrebuttal testimony, but reserved their
right to cross-examine adverse witnesses and to present further testimony if the
Stipulation were not approved by the Commission. Public witnesses, two of whom
represented coal-seam gas producers, presented sworn testimony on the Stipulation
during the continued hearing in the case on June 7, 2000.
A further hearing consisting of both testimony and argument on the C0 2
issue was held on June 23, 2000, at the Commission's request. Thereafter, the parties
submitted opening briefs on June 30, 2000 and responsive briefs on July 14, 2000.
On August 11, 2000, the Commission issued its Report and Order in
Docket No. 99-067-20 (2000 Order). The 2000 Order approved the C0 2 stipulation,
concluding that
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-11The record is insufficient to permit us to determine whether
the Company's analysis of options prior to early 1998 was
sufficiently objective and thorough, that is, to reach a
conclusion whether options were ruled in or out as a result of
the influence of affiliate interests. Nor can a sufficient record
be developed. . . . The record leaves no doubt, however,
that by early 1998, the number of effective alternatives had
narrowed to two: process the coal-seam gas or keep it off
the distribution system. [Questar Gas] chose to process the
gas. If the gate had been closed to coal-seam gas, [Questar
Gas] states, demand on the southern part of its system
could not have been met. This assertion is uncontroverted.
The most troubling question is whether the contract between
[Questar Gas] and its unregulated affiliate, [Questar
Transportation], was prudently entered. . . . Clearly, [Questar
Gas] has the burden to demonstrate the decision to enter
the contract is a prudent one. Parties differ as to whether it
did so successfully. But whether or not [Questar Gas] met
this burden, we can and do conclude that its decision to
procure gas processing has yielded the required result, that
is, it has effectively protected the safety of its customers.
This means the costs of gas processing can be legitimately
recovered in rates.
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-12We conclude that the Stipulation offers a fair and
reasonable settlement of the cost recovery issue. We
accept the Stipulation.2
E.

2003 Supreme Court Decision
The Committee sought review of the 2000 Order before the Utah

Supreme Court. Following briefing and oral argument, the Court reversed the 2000
Order on August 1, 2003, holding that
[T]he real issue in this case is whether the Commission may
rely on a "safety exception" that relieves Questar Gas of its
burden to demonstrate the prudence of its contract with
Questar Pipeline to construct and operate the C0 2 plant
under terms that caused Questar Gas to incur the costs it
now seeks to pass on to ratepayers.
. .. We hold that the Commission's safety rationale is
neither an adequate nor a fair and rational basis for
departing from its prudence review standard. While safety
concerns may have necessitated the construction and
operation of a C0 2 plant, they do not establish who should
bear the cost of these measures.3
Even before the Court issued its remittitur on August 22, 2003, the parties made filings
based on
the 2003 Decision. These filings are discussed below.

2
3

2000 Order at 34-36.

Committee of Consumer Services v. Public Serv. Comm'n, 2003 UT 29, && 12-13, 75 P.3d
481, 485-86 (2003 Decision).
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Docket No. 01-057-14
On December 14, 2001, in Docket No. 01-057-14, Questar Gas filed a

pass-through application requesting an annualized cost decrease. After the Court's
2001 Decision reversing the Commission's 1999 Order in Docket No. 98-057-12, the
Commission consolidated that docket with Docket No. 01-057-14. The Commission
authorized the rate decrease to become effective on January 1, 2002 on an interim
basis. The decrease was made final by the Commission in an order issued on August
14, 2002 in Docket No. 01-057-14 (2002 Order).

The 2002 Order addressed recovery of C0 2 removal costs through
Account 191 pursuant to the 2001 Supreme Court decision. Because Questar Gas had
been recovering $5 million of C0 2 costs annually in general rates since the 2000 Order
in Docket No. 99-057-20, the Commission was concerned only with recovery of C0 2
removal costs for the period from June 1, 1999 through August 10, 2000. The
Commission found that the C0 2 Stipulation, which included the $5 million annual cap,
should govern their determination of the methodology to be used for the recovery of the
C0 2 costs from June 1, 1999 to August 10, 2000. Within that framework the
Commission authorized the recovery of an additional $3.76 million for the prior period
on the same rate spread as was approved in Docket No. 99-057-20. Because the rate
design stipulation in Docket No. 99-057-20 recovered a portion of C0 2 removal costs
from customers whose rates are not subject to Account 191, the Commission directed
that recovery of a small portion of the $3.76 million would be through rate changes
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On October 7, 2002, the Committee sought review of the Commission's
2002 Order in this docket by the Supreme Court. That appeal was consolidated with
the Committee's prior appeal of the 2000 Order in Docket No. 99-057-20.
G.

Docket No. 02-057-02
Questar Gas filed an application in Docket No. 02-057-02 on May 3, 2002,

for a general rate increase of $23,017,000. The parties, including the Committee,
ultimately settled all issues (except for gas processing costs which were not at issue) in
the case by stipulation except return on equity and capital structure. The stipulation
provided for future recovery of C0 2 removal costs through Account 191 in the amount
specified in the C0 2 Stipulation. In its Report and Order issued December 30, 2002,
the Commission approved the stipulation of the parties. No party appealed this
decision.
H.

Docket No. 03-057-05
On May 30, 2003, in Docket No. 03-057-05, Questar Gas filed a pass-

through application requesting an annualized gas cost increase to become effective on
July 1, 2003. C0 2 removal costs of $5 million were included in this application. The
Commission issued an order authorizing the proposed rate increase on an interim
basis, effective July 1, 2003.
The Committee filed a petition in this docket on August 8, 2003, following
issuance of the 2003 Supreme Court Decision, requesting that Questar Gas's rates be
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removal costs included in rates to date be implemented through Account 191. The
portion of the docket dealing with the Committee's petition was consolidated with
Docket Nos. 98-057-12, 99-057-20 and 01-057-14, as discussed below.
I.

Docket No. 03-057-10
Questar Gas filed an application in Docket No. 03-057-10 on September

4, 2003, requesting an annualized gas cost decrease to become effective on October 1,
2003. The application specified that Questar Gas was seeking recovery of all its
ongoing C0 2 removal costs, but was leaving recovery at $5 million per year on an
interim basis pending the outcome of this proceeding. Questar Gas, the Division and
the Committee entered into a stipulation on September 25, 2003, providing that the
proposed rate reduction could be implemented and that future recovery of C0 2 removal
costs would be deferred for later decision following completion of the consolidated
dockets. The Commission approved the stipulation on September 30, 2003.
J.

Consolidated Dockets
On August 6, 2003, Questar Gas filed a motion requesting a scheduling

and procedural conference in Docket Nos. 98-057-12, 99-057-20 and 01-057-14 "to
allow the parties in the case to discuss, determine and schedule such additional
proceedings as may be necessary" in light of the 2003 Decision. The Commission
scheduled a hearing on August 26, 2003. At the outset of the hearing, Chairman Ric
Campbell announced that he, Commission Executive Staff Director Lowell Alt and
Commission Attorney Douglas C. Tingey were recusing themselves from any
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Director, Division policy witness and Committee attorney, respectively, in earlier stages
of this dispute. Accordingly, Chairman Campbell requested that Commissioner White
act as Chair for purposes of these proceedings and informed the parties that he would
request that the Governor appoint a Commissioner Pro Tem to hear the case along with
the remaining two commissioners.
After hearing the positions of the parties, including the Committee's
request that its petition in Docket No. 03-057-05 be considered in the case, the
Commission set a schedule for the parties to address jurisdictional and procedural
matters arising from the 2003 Decision. Pursuant to that schedule, Questar Gas and
the Committee filed opening briefs on September 25, 2003. Those parties and the
Division, UAE Intervention Group (UAE), successor in interest to the LCG, and U S
Magnesium LLC (US Mag), successor in interest to MagCorp, filed responsive briefs on
October 23, 2003. Questar Gas and the Committee filed reply briefs on November 5,
2003. Questar Gas and the Division argued that the Commission had authority to
proceed to consider whether the C0 2 removal costs were prudently incurred. UAE
agreed that if the Commission determined it had not previously made a finding on
whether or not Questar Gas was prudent in incurring the C0 2 removal costs, then the
Commission had the authority to determine prudence. The Committee and US Mag
argued that the Commission was barred by the 2003 Supreme Court Decision from
further proceedings, except to reduce rates going forward and order a refund of past
amounts collected by Questar Gas pursuant to the C0 2 Stipulation.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-17Governor Leavitt appointed W. Val Oveson to act as Commissioner Pro
Tern in this matter. Commissioner Oveson was provided with the complete record in
Docket No. 98-057-12 and the portion of the record in Docket No. 99-057-20 relevant to
the C0 2 removal cost issue. He was also provided with the complete record in this
consolidated matter. From and after the date of his appointment, Commissioner
Oveson has participated fully in all proceedings and deliberations in this matter.
A hearing was held on December 11, 2003, at which the parties presented
oral argument in support of their positions and responded to questions from the
Commission.
On December 17, 2003, the Commission issued its Order in the
consolidated dockets (2003 Order), concluding that statements in the 2000 Order
(Docket No. 99-057-20) that appeared to cause the Court to believe that the
Commission had already determined that it could not find the C0 2 removal costs
prudent were "an ambiguous use of dicta." The Commission concluded that it "ha[d]
not yet put Questar [Gas] to its burden of proof that its decisions were prudent and
rates including some, if any, recovery of processing costs are just and reasonable."
The Commission further stated:
The Supreme Court's reversal of a portion of the
August 2000 [Order] places the case in the same position it
was before the Commission's approval of the C0 2
Stipulation. . . . At that point in time, Questar [Gas] and
other parties had put on their cases in chief and all that
remained was final cross-examination of witnesses (Questar
[Gas], at oral argument has said that this is no longer
needed by the company), a marshaling of the evidence and
final arguments.
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have the opportunity to marshal the evidence from the
existing records in Dockets 98-057-12 and 99-057-20
relating to the prudence of Questar [Gas]'s actions and
decisions. We will determine whether Questar [Gas] has
met its burden to show that its actions were prudent and that
inclusion of any costs relating to remedial actions affecting
C0 2 levels in the natural gas delivered to customer results in
just and reasonable rates.

The Commission also set a conference for January 7, 2004, to set a
schedule for the presentation of positions. The Division and Committee requested that
the scheduling conference be delayed to allow the Committee to determine if it was
going to seek interlocutory review of the 2003 Order in the consolidated dockets. On
January 21, 2004, the Committee filed a Petition for Extraordinary Relief with the
Supreme Court. The Commission, Division and Company responded on February 6,
2004. On March 22, 2004, the Court issued its order denying the Committee petition.
Thereafter, pursuant to an agreed scheduling order issued March 26,
2004, Questar Gas, the Division and Committee filed briefs marshaling the evidence on
May 7, 2004, and responsive briefs on May 21, 2004. A hearing was held on May 27,
2004, at which the parties presented further argument and citations to evidence and
responded to questions from the Commission. Questar Gas and the Division argued
that the evidence in the record supported a finding that an unaffiliated, reasonable local
distribution company (LDC) could have prudently incurred $5 million per year in costs in
addressing the heat-content issue. The Committee maintained that the record did not
support a finding of prudence for any C0 2 removal costs.
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responses to questions during oral argument, the Commission has studied the entire
record in Docket No. 98-057-12 and the portions of the record in Docket No. 99-057-20
relevant to the C0 2 issue.
FACTUAL BACKGROUND
Questar Gas and Questar Pipeline are subsidiaries of Questar Regulated
Services, which is in turn a subsidiary of Questar Corporation. Questar Transportation
Services is an unregulated subsidiary of Questar Pipeline. Questar Regulated
Services, Questar Gas, and Questar Pipeline are managed by the same management
team. Questar Gas and Questar Pipeline have no independent management, but are
both managed by Questar Regulated Services.4 Prior to 1996, Questar Gas and
Questar Pipeline did not share management personnel, but both companies'
management teams reported to their corporate parent, Questar Corporation.
As early as 1989, recognizing a business opportunity, Questar Pipeline
began entering into future capacity transportation contracts with the producers of coal-

Due to this unique management structure and the difficulties it can pose in
distinguishing the precise business entity on whose behalf a manager takes a particular action,
references throughout this Report and Order to "Questar management" are intended to refer to
managers within Questar Regulated Services acting on behalf of Questar Regulated Services
and/or one or more of its subsidiaries.
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Questar Pipeline had, by the mid-1990s, invested approximately $1 million to expand its
transportation facilities and promised further investment as production increased. By
transporting the coal seam gas by displacement through its southern main line, Questar
Pipeline ensured that this gas would enter Questar Gas's local distribution system at
the Payson Gate. Because coal-seam gas is almost pure methane, its heat content is
significantly lower than the heat content of the gas historically provided to Utah
customers. Producers of this gas are required to process it to the three percent totalinert level required by the FERC-approved tariff specifications of Questar Pipeline.
However, if not further treated or blended, this gas would pose a significant safety
threat to Utah consumers whose appliances have historically been set to burn higher
heat content gas.
Questar Pipeline began transporting coal-seam gas in 1992. In 1994 and
again in 1995, the quantity of coal-seam gas transported by Questar Pipeline, and
coincidentally entering Questar Gas's distribution system, accelerated significantly. We
take notice that in its 1996 annual shareholder report, Questar Corporation reported
the increasing quantities of coal-seam gas being transported on Questar Pipeline's
system. By 1997, these quantities of coal seam gas entering the system were
increasing at dramatically accelerated rates. Throughout this period, Questar Pipeline
blended the coal-seam gas with other gas on its transportation system in efforts to
ensure that the gas ultimately reaching Utah customers complied with the heat content
requirements of Questar Gas' tariff. Inexplicably, however, from 1992 to mid-1997,
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increasing percentage of southern system gas supply, we find no evidence Questar
Gas took proactive measures to analyze the long term (including the potential safety)
impact of this gas on its Utah distribution system.

On April 25, 1997, Questar Regulated Services formed a Gas Quality
Team to "Determine the operating and economic impact of the existing QPC [Questar
Pipeline] gas quality specifications with respect to interconnecting pipelines and the
MFS [Questar Gas] and QPC systems and suggest possible modifications to the
specifications and other potential methods to deal with gas quality issues. (Consider
enforcement mitigation issues.)" Initially, the team focused its attention on tariff
specification issues. By May 26, 1997, it was suggested that a "Tariff Task Force" be
created; however it was not. Indeed, the team's focus evolved and after three
meetings, its draft mission statement read: "Develop and maintain safe and cost
effective solutions to transporting natural gas of variable BTU values while improving
customer satisfaction and maintaining Questar financial performance." Thus, we
observe a shift in goal from considering the utilities' gas quality issues to explicitly
include the maintenance of Questar Corporation's financial performance.
In its investigation of the C0 2 processing plant decision, the Division
asked the Company to provide its review of FERC cases wherein the quality of gas
being delivered to a marketing area was an issue. The Company could not identify
where any review had been made. The Division also asked about any negotiations with
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being delivered to QPC. The Company said that negotiations with coal bed methane
producers or shippers had not been conducted.
Several comments in the Gas Quality Team minutes explain why the
Questar Corporation Companies did not pursue changes to pipeline tariff specifications:

If QPC raises its BTU requirement we will not be able
to ship gas for anyone but MFS. We would ultimately
be a "gathering" system for MFS. (12/31/97 Minutes)
Under the discussion of "Southern System Options Shut in River Gas" one bullet reads "Largest
Development on QPC System".(Presentation made to
Nick Rose, President of QGC and QPC latter part of
November 1997)
When we talk about shutting in coal seam gas it is always
brought up that if we don't transport the gas someone else
will my question is if someone else can build a pipeline to
transport the gas and it is economically feasible why can't
we? (12/3/97 Minutes)

The Gas Quality Team's changing mission statement, the evolving focus
of the team and these comments indicate the Company's divided concerns about the
success of QPC and the safety of QGC retail customers. QGC, as one participant in
this team, was not independent in searching for the cheapest way to permanently solve
the low BTU safety problem. Said more forcefully, it appears that possible permanent
solutions to the low BTU safety problem were not thoroughly analyzed because of
potential adverse impacts on QPC. This divided allegiance of team participants
highlights the need for vigilant scrutiny of affiliate transactions and the burden on a
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when dealing with its affiliates.
This team did not focus on the issue of increased production of coal-seam
gas until August 20, 1997, at which time team members were tasked to analyze
alternatives to address the issue. At a meeting on September 25, 1997, the team
reviewed alternatives and discussed the possibility of adjusting customer appliances
and C0 2 removal. By the end of 1997, Questar Gas finally recognized that, by the
spring or early summer of 1999, the blending operations would no longer be sufficient
to ensure the delivery of safe, tariff-compliant gas to Questar Gas's customers at
Payson Gate.
In January 1998, Questar Gas informed the Commission, the Division and
the Committee of the accelerating decline in the heat content of its gas supplies
generally, as well as the issue specifically related to coal-seam gas. Prior to May 1,
1998, Questar Gas's Commission-approved Utah tariff specified a heat-content
operating range of 1020 to 1320 Btu/cf. Appliances are required by building codes to
be set to burn gas within the tariff's specified range to ensure customer safety.5
Questar management concluded that the long-term solution to its coal-seam gas
problem was to lower the Btu range specified in Questar Gas's Utah tariff and make a

If gas outside the specified range is burned potentially serious safety problems may
arise. These include conditions known as flame liftoff and incomplete combustion. In moderate
flame-liftoff conditions, elevated levels of the potentially deadly gas carbon monoxide are
present in excess of accepted code requirements. In severe liftoff conditions, the flame burns
above the burner surface or is extinguished entirely. Both flame liftoff and incomplete
combustion cause significant safety concerns.
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amended tariff effective May 1, 1998, to reduce the heat content to an operating range
of 980 to 1170 Btu/cf. However, Questar Gas had already determined that even an
expedited appliance adjustment program would take at least four years and would cost
over $100 million, meaning that the vast majority of customers would not be able to
adjust their appliance set points before the level of coal-seam gas exceeded Questar
Pipeline's blending capacity.
From late 1997 through mid-1998 Questar management considered
several alternatives to deal with the impending safety problem, including adjusting
customer appliances, injecting higher Btu hydrocarbons into the gas stream at Payson
Gate, and other pipeline projects. However, by February or March of 1998, Questar
Gas had confirmed that by removing C0 2 from the coal-seam gas so that the total C0 2
level was one percent or less, it could provide a safe solution to the problem and that it
could implement this solution by spring or early summer of 1999. Its rough analysis of
this and other possible solutions led Questar management to determine that the other
solutions cost more, were not as reliable, and likely could not be completed in time
because of the need for FERC certification proceedings, environmental compliance and
permitting.
Questar Gas then entered into a contract with Questar Transportation, by
which Questar Transportation would construct, own, and operate a C0 2 removal plant
between the Ferron field and Questar Pipeline's main southern line. Under the contract,
Questar Transportation would provide C0 2 removal services for natural gas tendered by
shippers on the pipeline sufficient so that the commingled gas delivered to Questar
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process and without having conducted a well-defined capital expenditure analysis to
determine the most cost effective long-term structure by which to construct, own, and
operate the plant. The contract provided for cost-of-service pricing for the C0 2 removal
services. Since beginning operations in 1999, the C0 2 removal plant has produced gas
that is safe to burn in customers' appliances at the set points specified in Questar Gas's
tariff. Although C0 2 removal operations began in 1999, a majority of Utah customers
have not replaced or reorificed their appliances, meaning that C0 2 removal must
continue to ensure customer safety. Indeed, customer modification of appliances may
be at odds with Questar interests. Customer appliance changes or modifications
obviates a need for C0 2 processing, perhaps eliminating any need for the C0 2 plant
before the end of it's asset life.
The central question now before the Commission is whether Questar Gas
has met its burden to show that the actions it took and the costs it incurred were
prudent.
APPLICABLE LEGAL STANDARDS
In deciding this case, we are guided by the Supreme Court's statements
in reversing our 2000 Order:
By accepting the C0 2 Stipulation with no consideration of the prudence of
the underlying source of the new costs (i.e., the contract between Questar
Gas and its affiliate Questar Pipeline), the Commission abdicated its
responsibility to find the necessary substantial evidence in support of the
proposed rate increase in the record. We are far from certain, moreover,
that the Commission could conceivably determine whether a rate increase
is just and reasonable without examining whether the underlying costincurring activity was reasonable, which in turn seems to require some
attention to the utility's decision making process, most particularly where
negotiations with an affiliate are involved. Questar Gas's decision not to

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-26seek a cost allocation determination from FERC, given the possibility that
FERC might have imposed the entire cost on producers rather than on
ratepayers, raises further questions regarding the utility's fidelity to its
obligations to its customers. . . . While the Commission correctly
recognized Questar Gas's obligation to ensure the safety of its customers,
it incorrectly concluded that this factor provides a near-automatic
justification for a rate increase regardless of how the initial threat to safety
arose or how the utility sought to alleviate it.6

6

2003 Decision, pp. 486-87.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-27In our 1999 Order denying Questar Gas's request to include C0 2
processing costs in its 191 Account, we stated that we "do not intend, by this Order, to
make any judgment on the issues of whether [Questar Gas's] decision to enter into the
agreement with Questar Transportation Services Company was prudent, whether the
terms of the agreement are reasonable, or whether the expenses incurred under the
agreement are legitimate and reasonable utility expenses that may be recovered from
utility customers." With the reversal of our 2000 Order, we now follow the Supreme
Court's statement that, "the Commission [should carry] out its initial obligation to review
the prudence of the C0 2 plant contract and its terms, holding Questar Gas to its burden
of establishing that its decision to enter into the contract and the costs it agreed to were
prudent and not unduly influenced by it affiliate relationship with Questar Pipeline."7
Having been instructed by the Supreme Court that safety considerations are not an
adequate basis for departing from a prudence review, we now turn to that inquiry.
A.

Prudence Standard
It is well established that in conducting a prudence review we must

analyze the decision-making process in light of the circumstances and the facts that the
utility knew or reasonably should have known at the time of the decision.8 We do not
substitute our judgment in hindsight for the reasonable decisions made by
management,9 nor do we determine that a reasonable decision is imprudent merely

7

2003 Decision, p. 486.

o

In the Matter of the Application of Mountain Fuel Supply to Adjust Rates for Natural Gas Service
In Utah, Docket Nos. 91-057-11 and 91-057-17 (Sept. 10,1993).
9

Logan City v. Public Utilities Commission, 296 P.2d 1006 (Utah 1931).
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consideration or action. However, neither do we presume affiliate transactions to be
reasonable.10 We long ago put Mountain Fuel Supply Company, Questar Gas's
predecessor in interest, on notice that, while we do not presume affiliate transactions to
be biased, we view

US West Communications, Inc. v. Public Service Commission, 901 P.2d 270, 274 (Utah 1995).
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not be subordinated to the interests of corporate affiliates.11
Therefore, in assessing the prudence of Questar Gas's actions, we simply
ask whether an unaffiliated utility acting in the best interests of its customers, in light of
the circumstances and possessing the same knowledge which Questar Gas had or
should have had at the time, could reasonably have responded the way Questar Gas
did to the increasing volumes of coal-seam gas entering its distribution system as a
result of Questar Pipeline contracts to transport gas from coal seam producers or
shippers in Emery County, Utah.12
This inquiry necessarily requires a thorough review of the facts
precipitating utility action and the process by which the utility chose to act. Our review
of the time line of events and decisions preceding utility action is critical, particularly in
the context of affiliate transactions, because prudence cannot be determined without
first determining when a reasonable, unaffiliated utility would have been expected to
11

E.g., In the Matter of the Analysis of an Integrated Resource Plan for Mountain Fuel Supply
Company, Docket No. 91-057-09 (Sept. 26, 1994) (September 1994 Order), p. 3.
12

With slight modifications, Questar Gas, the Committee, and the Division have each
propounded similar prudence standards. See Docket No. 03-057-05, Response Brief of Questar
Gas Company on Prudence, pp. 3, 8; Committee Proposed Order in C02 Docket, p. 1; and DPU
Draft Order, p. 1.
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process should come as no surprise to the parties; in 1994 we counseled Questar Gas
that "all planning options that potentially benefit [Questar Gas's ] ratepayers shall be
investigated, whether or not they benefit subsidiaries of the Questar Corporation."13

13

September 1994 Order, pp. 3-4.
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of safety issue of the magnitude faced by Questar's distribution customers to clearly
identify its objective14; to identify alternatives to meet the objective, to define the method
and criteria by which it would evaluate the alternatives and to record or document the
process in support of the ultimate decision. A review of the prudence of the actions,
inactions and decisions of Questar Gas as they relate to receiving low heat-content gas
into its distribution system and the attendant safety problems presented, necessitates
an analysis of a wide range of activity and/or inactivity. For example, was Questar Gas
prudent in timely recognizing the safety issue; was it prudent in framing the problem (ie.
"What is the lowest cost solution long term management of the safety
problem?"); was it prudent in identifying possible solutions; was it prudent in thoroughly
analyzing potential solutions; was it prudent in taking (or not taking) appropriate actions
once possible solutions were identified; did it prudently place the interest of the safety
of its distribution customers before the economic interests of affiliate entities; was it
prudent in developing and implementing means of postponing delivery of the increasing
volumes of low heat-content gas to provide sufficient time to retrofit customers
appliances, thereby achieving a truly long term solution to the safety problem; was it
prudent in selecting the processing plant; was it prudent in selecting an affiliate to build,
own and operate the plant; was it prudent in not causing the completion of appliance
retrofitting within a limited period so the plant would not have to run longer, incurring
continuing operation costs; and, was it prudent in seeking cost recovery of all of the

14

An objective from the viewpoint of the best interests of the customers, subjugating
the interests of affiliates where necessary to protect those of the customers.
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In making this determination, we believe that ratepayers are best served
by reserving wide latitude to utilities' managerial experience and technical expertise.
We therefore do not promulgate a checklist of actions which, if followed, might
innoculate a utility's action against a finding of imprudence. Instead, we simply require
substantial evidence that the utility's decision-making process, under the totality of the
circumstances, was not the product of a conscious or unconscious favoring of affiliate
over ratepayer interests. The utility's and its customers' interests must be paramount
and affiliate interests subordinate. The utility's course of conduct need not, with benefit
of hindsight, provide the best solution, but at the time the decision is made, knowing
what that utility knew or should have known, the decision must provide a reasonable
solution arrived at through a reasonable process.
B.

Burden of Proof
The Commission and the utilities that we regulate have long been aware

that "the burden rests heavily upon a utility to prove it is entitled to rate relief and not
upon the Commission, the Commission staff, or any interested party or protestant, to
prove the contrary."15 The utility bears the burden of supplying substantial evidence in
support of its position that requested rates are just and reasonable; the Commission
bears responsibility for holding the utility to its burden. Failure to meet the burden or
requiring adherence in applying the burden precludes a rate increase which seeks to

15

2003 Decision, p. 486 (citing Utah Dep'tofBus. Regulation v. Pub. Serv. Comm'n, 614
P.2d 1242, 1245 (Utah 1980)).
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The form and content of such evidence is necessarily case-specific, but
we recognize that regulated utilities are sophisticated entities long accustomed to
standard business practices such as forecasting, planning, budgeting, capital
expenditure, record keeping and auditing. Therefore, we cannot allow after-the-fact
summarization of a complex decision-making process to substitute for substantial
contemporaneous evidence of timely, thorough evaluation of conditions that may
impact ratepayer interests, including an evaluation of the costs and effectiveness of the
reasonable alternatives that may be undertaken to protect those interests. Additionally,
where affiliate transactions are involved, a utility seeking recovery of costs from its Utah
customers must show that it placed the interests of itself and its customers first, as it
explored its options and that it was not influenced by the impact of a resolution upon an
affiliate.
DISCUSSION AND FINDINGS
Application of this standard to the facts of this case leads us to conclude
that Questar Gas has not met its burden of proving the prudence of its actions.
Although coal-seam gas began to flow on Questar Pipeline's system in
1992, Questar Pipeline was signing future capacity transportation contracts with coalseam gas producers as early as 1989, eventually investing $1 million in an initial
expansion of its transportation system to accommodate projected coal-seam

i6
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involved here, it is reasonable to infer that whatever Questar Pipeline knew, and
whenever it knew it, Questar Gas knew as well, including knowledge of Questar
Pipeline's business plans and intentions concerning coal-seam gas transportation. The
individuals making such plans and decisions were the same individuals managing the
affairs of both companies. Thus, we find that, probably by 1994 and certainly by 1996,
Questar Gas knew or should have known about the impact coal-seam gas would have
on its distribution system and immediately started planning how to cost-effectively
manage the risk of this impact and ensure the safety of its customers. We also would
expect that Questar Gas would have undertaken sensitivity analyses to evaluate the
potential impacts if there were possible variations in the assumptions, estimates and
evaluations used in the decision making process. We expect prudent utility planning to
reveal the risks associated with the possibility of changing conditions. Questar
management looked after the interests of its shareholders and Questar Pipeline, but
Questar Gas has provided no evidence showing that it considered or undertook such
planning anytime during the period 1989 to1997.
From its first entry into Questar Pipeline's system in 1992, the amount of
coal-seam gas being transported steadily increased. Questar Gas contends that it first
recognized the imminent problem caused by increasing quantities of coal-seam gas in
the latter half of 1997 when it says coal-seam gas production increased at an
unanticipated level. However, its own exhibit presented at hearing shows that the first
substantial increase in the rate of coal-seam gas production occurred in 1994 and
continued at an even faster pace throughout 1995. For example, if Questar Gas had
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identified the risk that by early 1999 coal-seam gas volumes could exceed blending
capacities. While the Gas Quality Team eventually reached this same conclusion, it did
so nearly two years later. These additional two years may have rendered some of the
options later discarded due to imminent safety concerns more desirable both financially
and operationally. However, whether these options would have been chosen in 1996
rather than discarded in 1998 is not the point. The point is that we believe a
reasonable, unaffiliated utility would have performed such analysis no later than early
1996, thereby affording all parties an additional two years within which to find and
commence a workable solution.
The record refers to several potential solutions. Unfortunately, while
Questar Gas participated in the review of some of these in 1997 and early 1998, there
is no evidence that Questar Gas conducted an independent, thorough, long-term costbenefit analysis of these options prior to Questar management deciding upon its
preferred C0 2 removal solution. Its summaries and analyses conducted after-the-fact
indicate that C0 2 processing was the cheapest short-term solution (given the time
remaining within which it could implement its C0 2 plant decision), but there was
apparently no discussion or analysis of whether there were cost effective ways of
avoiding the coal-seam gas problem altogether or, alternatively, of providing a cheaper,
long term solution instead of the expensive, temporary fix selected by Questar Gas.
Notwithstanding the testimony of Company witness Snider that, "The best long term
alternative is to reset all the appliances..." it should be noted that building and
operating the processing plant merely postponed the date by which customer's
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presumably at a cost of over $100 million dollars adjusted for inflation, based on the
testimony of Questar witnesses. In the interim, customers have also been paying the
majority of gas processing costs.
Possible Alternative Solutions:
A.

Invoke §13.5 of Questar Pipeline's FERC Tariff and Seek Tariff Change at FERC
Faced in 1992 with the introduction of lower Btu coal-seam gas into

Questar Pipeline's system that feeds Questar Gas's southern local distribution system,
we expect that a reasonable, unaffiliated utility would have seriously considered any
option to keep this gas out of its system entirely (or provided some delay to provide
customers time to change appliance capabilities to utilize supplies containing coal-seam
gas). Early in these proceedings, the Division indicated, and Questar Gas admitted,
that one option not pursued by Questar Gas was

going to FERC to address the coal-seam gas and remedial cost allocation issues. This
FERC option actually consists of two different tracks.
One track would have been for Questar Gas to push Questar Pipeline to
invoke §13.5 of its FERC tariff which states, with respect to the pipeline: "Questar shall
not be required to accept gas at any point of receipt that is of a quality inferior to that
required by shipper or a third party at any point of delivery on Questar's system."
Questar Gas, as the largest of Questar Pipeline customers, presumably would have
had considerable standing to contest the introduction, on the pipeline, of 'inferior' gas
which creates significant safety problems for customers throughout Utah. We would
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introduction of coal-seal gas on the pipeline; significantly the prospects of death and
property damage as raised by Questar Gas before us. By invoking this provision, it may
have been possible to have kept coal-seam gas off of the pipeline system so that it
would never enter Questar Gas's distribution system (or have delayed volumes
sufficiently to allow a more reasonable time for Utah customers to change or reset their
appliances). Such action could have resulted in a number of reactions:
producers/shippers who had been shut in by this decision may have complained to
FERC, or they may have approached other pipeline companies about transporting their
gas, or the producers/shippers might have built their own pipeline, or the parties may
have agreed to some cost sharing to process the gas to Questar Gas specifications
prior to placing it on Questar Pipeline's system. We cannot know what might have
transpired, but it is reasonable to assume that an unaffiliated utility would have sought
to protect its individual and customers' interests, even to the detriment of the pipeline
and/or other shippers on the pipeline. If Questar Gas had set these events in motion,
we would have been left with far fewer questions than we confront today. It is possible
that the safety threat that confronted Utah ratepayers in 1999 might never have
appeared.
The second FERC track that Questar management could have pursued
was for Questar Gas to complain directly to FERC, seeking a change to Questar
Pipeline's tariff's quality standards, so that lower Btu coal-seam gas would be
processed by producers to meet the modified pipeline quality standards before the gas
could be tendered for shipment. Questar management argues that, based upon FERC
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producers to reduce the coal-seam gas C0 2 content from three percent to two percent
-an amount that still would not have met Questar Gas's requirements. The Division
speculates that had Questar Gas gone to FERC, the worst-case scenario may have
been an order requiring Questar Pipeline to deliver the gas after processing in order to
prevent a safety problem for Questar Gas's customers. In this view, Questar Gas, as
Questar Pipeline's largest customer, may have been required to pay most of the
processing costs. Alternatively, the producers and/or Questar Pipeline, as the
beneficiaries of FERC's open access policies, may have been required to pay some or
all of the processing costs. In either event, it appears that Questar Gas's customers
would have been placed in no worse a financial position than they are now i.e., at risk of
bearing virtually all, if not all, costs to make coal-seam gas safe to use. These costs
include the gas processing costs and costs to meet the remaining long term solution,
100% of the costs to adjust, replace or retrofit customer appliances.
In general, Questar management challenges the proposition put forth by
the Division and Committee that going to FERC would have been a viable option,
claiming that the safety threat posed by the coal-seam gas was imminent, that
proceedings before FERC can take years to resolve, and that FERC would likely not
have decided this matter in favor of Questar Gas. Questar Gas's witness, Mr. Branko
Terzic, testified that FERC would not have ordered a change in Questar Pipeline's tariff
solely to benefit its affiliate, Questar Gas, and that Division and Committee witnesses
misread §13.5 as a tool that Questar Pipeline could have used to keep coal-seam gas
off its system. However, he also testified that he could not "state with certainty what
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FERC to resolve these matters. Unable to definitely opine on the time frame for
resolution or its outcome, he confirmed the foundational point that one option open to
Questar Gas was to petition the FERC. If addressing the safety issue was important
and imminent for Questar Gas, it would also have been important and imminent to
FERC. Indeed, Mr. Terzic's primary objection to Division evidence on this point was
simply that, in his opinion, Division witness Dr. George Compton testified with too much
certainty concerning the likely outcome of any FERC proceedings.
While we cannot divine what the FERC would have decided, it is possible
either invoking §13.5 or going directly to the FERC to adjust the pipeline tariff might
have solved the problem or delayed the introduction of coal seam gas for a period of
time that would have permitted retrofitting of Questar distribution customer appliances,
resulting in a long term solution to the safety issue. There is no evidence Questar
management ever considered these or other methods to minimize the impact on
Questar Gas and its customers of coal-seam gas or to buy additional time in which to
modify the appliances.
That we are left today to attempt to divine what may have happened had
Questar management petitioned or complained to FERC only serves to highlight the
fact that we can not know what would have happened because Questar management
did not seek resolution from FERC. Moreover, there is nothing in the record - no
contemporaneous legal memorandum, no meeting minutes, no email, no testimony-to
indicate that, prior to 1997, Questar management conducted any sort of analysis legal, financial, or otherwise - concerning the possibility of invoking §13.5 or seeking a
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approaches to obtain sufficient time to retrofit customer appliances.
Even when some options did finally come before Questar management,
the minutes of the Gas Quality Team indicate a concern to protect Questar
Corporation's financial interests rather than to do whatever was necessary to protect
Questar Gas customers. According to these minutes, Questar management was
concerned that changing Questar Pipeline's FERC Gas Tariff might effectively foreclose
Questar Pipeline's ability to capture the coal-seam gas transportation business. This is
not surprising - we would expect Questar Pipeline to voice its concerns about the
potential loss of any business opportunity. However, we would also expect Questar
Gas to have voiced with equal or greater force its concern about the impact Questar
Pipeline's actions were having on its distribution customers, and its interest in mitigating
that impact. One suggestion in the minutes of the Gas Quality Team of a ". . .rule of
thumb might be, if it affects our ability to serve our customers, we will not accept gas."
was apparently rejected out of hand and never mentioned again.
Because neither Questar Gas, Questar Pipeline nor their shared
management at Questar Regulated Services approached the FERC on these issues,
we can not know whether the problems posed by coal-seam gas were thrust upon Utah
customers by Questar Pipeline's decision to pursue a potentially lucrative business
opportunity or whether these problems would have inevitably reached Utah customers
because of FERC open access requirements. We can not know how the costs
associated with this coal-seam gas may have been allocated among producers,
pipelines, distribution companies, and other customers. What we do know by Questar
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other remediation efforts if the coal-seam gas were not entering the Questar Gas
distribution system or if the customer appliances were retrofitted or replaced. We are
satisfied that a reasonable, unaffiliated utility, recognizing the potential danger posed by
increasing quantities of this gas, would have analyzed all options, including invocation
of §13.5 or petitioning FERC, in an attempt to permanently avoid or mitigate this
danger.
B.

Other Pipeline or Injection Options
Other options considered by Questar management in late 1997, but

apparently not considered prior to formation of the Gas Quality Team, included injecting
higher Btu hydrocarbons (such as propane) into the gas stream at Payson Gate,
constructing a pipeline from Kern River to introduce additional higher Btu gas at Payson
Gate for blending, and looping Questar Pipeline's Main Line 40 to Kern River so that
coal-seam gas could be transported on one pipeline and the other used to transport
higher Btu gas to Payson Gate for delivery to Questar Gas. The Division believes this
looping would have effectively removed coal-seam gas from the Questar Gas
distribution system, except during peak periods when limited quantities of coal-seam
gas could be delivered and blended as necessary.

Questar management asserts that each of these options would have cost
more than C0 2 removal, but admits that rigorous financial analyses were not conducted
and that Questar management quickly settled on its C0 2 processing option primarily
because of the time constraints posed by its customer safety concerns. However, just
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these options would have presented a more reasonable long-term solution had Questar
Gas begun analyzing them at some point prior to late 1997. For instance, Questar Gas
estimates that looping ML 40 may have cost significantly more in up front capital
expenditure and some undetermined, ongoing gas processing costs, but this estimate
fails to consider that it may have eliminated entirely the need for Utah customers to reorifice at an estimated cost of $100 million. In addition, while some options, such as
propane injection, may have been more expensive on a short-term annual basis, they
may well have solved the safety crisis during the four or five years needed to reorifice
and therefore have proven to be less costly in the long-term than the envisioned tenyear operation of the C0 2 plant. We do not know because that type of analysis was not
undertaken. We posit these not as better solutions but as examples of some of the
alternatives that we would expect a reasonable utility to analyze in thoroughly exploring
every option. Unfortunately, there is no evidence to indicate that Questar management
conducted anything but the most cursory analysis in ruling out potential long-term
solutions in favor of its preferred shorter-term fix.
C.

CO? Processing Plant Decision
When examined in isolation, rapid construction and operation of the C0 2

processing plant may have been within the range of reasonable responses to a "safety
crisis" first recognized in late 1997. However, even were we to ignore the many
opportunities available to Questar Gas prior to 1997 to avoid or address the problems
associated with coal-seam gas, and assuming that we would continue to view
construction and operation of the C0 2 processing plant to have been a reasonable
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decision to contract with Questar Transportation for construction and operation of the
plant was prudent.
When this issue was originally before us in Docket 98-057-12, the Division
concluded that a well-documented record demonstrating a reasoned, arms-length
process by which Questar Gas decided to contract with Questar Transportation does
not exist. Mr. Alan K. Allred, Manager of Regulatory Affairs for Questar Regulated
Services, asserted at hearing in the consolidated dockets that decisions were made
quickly because of the need to maintain customer safety and because of Questar
management's knowledge that the cost-of-service contract with Questar Transportation
provided the best financial deal for those customers. However, as the Supreme Court
has made clear, safety concerns such as existed in this case do not trump Questar
Gas's burden of demonstrating prudence.
This burden rests heavily on Questar Gas, yet Mr. Allred admitted that
Questar management conducted no in-depth financial analysis because management
assumed Questar Gas would recover any costs from its ratepayers. While Questar
Gas did provide after-the-fact analysis that, in the view of its witnesses, its arrangement
with Questar Transportation resulted in a lower cost to ratepayers than would have an
open bid process, we would be hard pressed, solely on the weight of this evidence, to
determine that Questar Gas has met its burden of proving it prudently analyzed the
issues prior to entering into the contract. For example, there was no analysis of
whether ratepayers would have benefitted if Questar Gas owned and operated the
plant.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-44Too many questions remain unanswered. For instance, Questar Gas
maintains that it entered into its agreement with Questar Transportation because
Questar Gas did not have the experience necessary to build and operate the plant, but
Division witness Hanson indicates that Questar Corporation has a history of moving
people within the company to meet specific needs, so why did Questar Gas contract
with an affiliate rather than simply request and obtain the expertise it needed? Questar
Gas further claims that any affiliate relationship was mitigated by the fact that Questar
Transportation bid out the design and construction of the plant, but that simply leads us
to ask why Questar Gas could not have bid this work directly, instead of through its
affiliate?
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prudence review need not produce an all or nothing outcome,17 that reasoning does
not apply here. Were we to focus solely on Questar management's decision to build
the C0 2 processing plant, assuming we had substantial evidence of its analysis of the
project, we might determine that some benefit accrued to Utah consumers such that
Questar Gas is entitled to some level of rate recovery. The Division notes that "where
there were other alternatives, the question should be whether they were adequately
reviewed without the decision-maker being inappropriately influenced by its affiliate.
However, if there is some benefit, even with affiliate influence, complete disallowance
could be inappropriate." Division Brief, at 8. The Supreme Court's opinion in the 2003
Decision, however, effectively requires us to deny recovery if Questar Gas fails to meet
its burden of proving that its decision making process and decision to contract for the
C0 2 processing was prudent and unaffected by affiliate interests. As explained above,
our decision is based on much more than the discrete decision to build the C0 2 plant.
On this record, we find that affiliate influence is clear. The degree to which it is
"inappropriate," to use the Division's terminology, is unknown because explicit analyses
by Questar management is absent. Because Questar Gas has not proven that the
dangers posed by increasing amounts of coal-seam gas were inevitable and that it
acted reasonably in perceiving and addressing those dangers, we are unpersuaded that
17

/n re U.S. West Communications, Docket No. 95-049-05 (November 17, 1995),
reconsideration granted in part, In re U.S. West Communications, Docket No. 95-049-05
(December 18, 1995).
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Despite years of analysis encompassing several dockets, and despite its continuing
support for the C0 2 Stipulation, the Division has never concluded that Questar Gas's
decision to pursue C0 2 processing was prudent. Neither can we.
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company considerations, ever bothered to ask itself "What is the lowest cost long term
solution to this emerging problem?" We find no evidence, written or oral, to indicate
that the best interests of distribution customers were the paramount concern of Questar
management. Questar management effectively ignored the potential problems coalseam gas posed for Questar Gas and it's customers until 1998, when its safety
concerns were so overwhelming that the only option it viewed as workable involved
assigning all of the cost of the gas quality problem to its distribution customers. We
find no evidence that Questar Gas acted as a reasonable, unaffiliated utility would have
acted prior to 1997; to question, study, object to, or attempt to mitigate the gathering
threat posed by the increasing presence of coal-seam gas in its distribution system.
Furthermore, we find no evidence of the thorough financial and cost-benefit analysis
that we would expect Questar Gas to have undertaken prior to acting upon a gas
treatment option destined to impose significant expense on its distribution customers for
the foreseeable future. Nor do we find any significant evidence of thorough analysis of
other approaches that might have been taken to avoid or delay the introduction of coal
seam gas into the distribution system until customer appliances could be adjusted.
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with an imperfect, costly, and temporary solution to a long term problem. Meanwhile,
Questar Pipeline has been able to pursue its interest in expanding its pipeline business
opportunities with most of the costs of gas processing picked up by Questar Gas's
distribution customers. We find that a reasonable, unaffiliated utility possessed of the
knowledge Questar Gas had or should have had and acting prudently in the best
interest of its customers would have acted much earlier to protect those interests and
would have more thoroughly identified, evaluated and pursued alternative approaches
to the problem. To the degree affiliate interests were present, these interests should
have been explicitly recognized, efforts made to avoid and counter conflicted interests,
and have been reflected in the decision making process.
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in this case, it has been unable to pull from this mountain of paper the type of detailed,
reasonable, and complete contemporaneous analysis we would expect of a utility to
prove the prudence of its actions leading up to this requested rate increase. We find
that a reasonable, unaffiliated utility properly focused on the best interests of its
customers would have produced such documentation in the normal course of its
analysis and deliberations.
CONCLUSIONS OF LAW
For the reasons set forth above, we conclude that Questar Gas has not
met the burden of proving its actions constituted a prudent response to the introduction
of lower Btu coal-seam gas into the Questar Gas distribution system. We conclude
that, given the circumstances presented in the record, a reasonable unaffiliated utility
would timely address growing risks to customers and perform an independent and
documented evaluation of alternatives with the interests of those customers paramount
and avoid being forced into crisis management to protect the safety of its customers
with an ever diminishing choice of options. We therefore reject the C0 2 Stipulation and
deny recovery of the processing costs during the period from June, 1999, to May, 2004.
ORDER
Wherefore, pursuant to our discussion, findings and conclusions made
herein, we Order:
1.

Questar Gas Company to file appropriate tariff revisions to reflect our

determination that there be no cost recovery authorized for C0 2 processing operations.

DOCKET NOs. 03-057-05, 01-057-14, 99-057-20 & 98-057-12
-502.

The Division of Public Utilities shall review the tariff revisions for

compliance with this Order.
3.

The Commission will conduct further proceedings to address the

treatment of funds collected to recover the cost of C0 2 processing. We will also
address, in a separate docket, how to craft a long term solution to the compatibility of
customer appliances with natural gas containing coal-seam gas consistent with the
utility's obligation to provide safe commodity and service to its customers.
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rehearing of this order may be obtained by filing a request for review or rehearing with
the Commission within 30 days after the issuance of the order. Responses to a request
for agency review or rehearing must be filed within 15 days of the filing of the request
for review or rehearing. If the Commission fails to grant a request for review or
rehearing within 20 days after the filing of a request for review or rehearing, it is
deemed denied. Judicial review of the Commission's final agency action may be
obtained by filing a Petition for Review with the Utah Supreme Court within 30 days
after final agency action. Any Petition for Review must comply with the requirements of
Utah Code 63-46b-14, 63-46b-16 and the Utah Rules of Appellate Procedure.
DATED at Salt Lake City, Utah, this 30th day of August, 2004.

Is/ Constance B. White, Chairman

Is/ Ted Boyer, Commissioner

Is/ W. Val Oveson, Commissioner Pro Tern

Attest:

Is/ Julie Orchard
Commission Secretary
GW#40094(Docket No 99-057-20)
G#40154 (Docket No 03-057-05)
G#40155 (Docket No 01-057-14)
G#40156 (Docket No 98-057-12)
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ORDER ON REQUEST FOR
RECONSIDERATION OR
CLARIFICATION

ISSUED: October 20, 2004
By the Commission:
On September 30, 2004, Questar Gas Company (Questar) filed its Petition for
Reconsideration or Clarification of our August 30, 2004, Order (Order). On October 14, 2004, the
Committee of Consumer Services (Committee) filed its Response to Questar's Petition for
Reconsideration or Clarification. No other submissions have been made to the Commission.

Questar seeks clarification on three issues and reconsideration of two. With respect to the
clarification items, Questar first asks that the Commission clarify that it has made no finding on the
quality of coal-seam gas. The Committee responds that it is not necessary that the Commission clarify
that the Commission has made no finding of the quality of the gas. The point raised by Questar arises
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from its concern deriving from Questar's view of the Committee's characterization of coal-seam gas and
Questar views of how some media coverage of these proceedings has characterized coal-seam gas. The
Committee's response is essentially to claim that Questar's view of how the Committee has
characterized coal-seam gas is in error.

We believe this issue is driven more by these two parties' clashes, during these
proceedings, than by the language contained in our Order. The use of the word "inferior," in our Order,
was limited to a quotation of FERC approved terms of the pipeline's tariff. We doubt that we can
directly alter how Questar and the Committee may view each other. We are encouraged by all parties'
efforts to cooperatively participate in Docket No. 04-057-09, where we are attempting to arrive at
reasonable, long-term responses to the delivery of coal-seam gas to Questar's customers. We hope that
solutions that may derive from those efforts receive non-conflicting support from all of the participants.
We only note that our Order was not intended to disparage or praise coal-seam gas in any way. The only
quality aspect of coal-seam gas relating to our decision, was coal-seam gas' variance from Questar's gas
standards, and the consequences which Questar identified if this gas were to be commingled with other
natural gas transported in the natural gas pipeline and the mixture delivered to Questar customers for use
in their gas consuming appliances.

Next, Questar asks that the Commission clarify language in the Order which the company
views as reflecting Commission determinations that Questar, to further Questar corporate interests, may
have pursued delay of customer change-out or modification of appliances. The Committee argues that it
is neither necessary or appropriate to make the requested clarification as the Commission made no
specific findings in this regard. The Committee views the company's concerns as overwrought. Again,

we consider this point driven more by the parties' views of one another's actions and conduct rather than
the language used in the Commission's Order.

The language used in our Order's discussion was used as part of our expression of the
regulatory concern of how affiliate interests and corporate relationships can present conflicts to the
interests of a utility and its customers. These potential conflicts are why we need adequate evidence to
show that these conflicts are recognized and appropriately addressed or dealt with in the utility's actions
and course of conduct. We anticipate that where such conflicts can arise and a utility seeks recovery of
costs affected with such potential conflicts, the utility understands its burdens of proof and persuasion
and takes steps (which enable it to present evidence of its actions) showing how these conflicts were
recognized, were minimized and how the utility prioritized its customers' interests and was not unduly
influenced by its affiliate interests in the actions it took. We agree with the Committee; our Order is not
intended to make specific findings that Questar actually took specific, calculated steps to delay customer
actions with regard to their appliances, to the detriment of customer interests and to the benefit of
corporate interests. Our difficulty was in finding substantial evidence that Questar recognized and
addressed the conflicts presented by the developing circumstances and that Questar's actions were not
unduly influenced by affiliate interests as it took the steps it did and did not consider and follow.

The third area of clarification sought by Questar, and the first point of reconsideration
which we address, deals with the time period over which Questar could pursue recovery of C 0 2
processing plant expenses in other or future proceedings. Questar seeks clarification that the tariff
revisions directed by the Order do not preclude future recovery of processing costs. Questar also seeks
reconsideration of the Order, which Questar characterizes as precluding recovery of any processing costs
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incurred through May of 2004. Questar argues that it may be able to substantiate recovery of some
processing costs incurred prior to May, 2004, and should not be precluded from seeking such recovery,
in other dockets, by the Order issued in this docket.

The Committee opposes the clarification and reconsideration requests. Relative to the
clarification regarding the tariff language, the Committee notes that tariffs are subject to revision and
Questar is not precluded from seeking future tariff revisions upon an appropriate showing and finding
that changes are justified. The Committee argues that the Order language does not preclude future tariff
changes and sees no need to make a clarification for something which is already permitted, vis future
tariff changes. With regard to the reconsideration request, the Committee argues that Questar has not
presented any new evidence which would permit recovery at this time and that it has some difficulty
imagining a new factual setting which would warrant recovery of C 0 2 processing plant expenses given
the Commission's Order. The Committee does not argue that it is impossible or impermissible, only that
it may be difficult.

The Order addressed only Questar's failure to substantiate approval of the C 0 2
Stipulation in these proceedings and our necessary rejection of the Stipulation, which would have
permitted recovery of some processing costs through May of 2004. Our reference to the May, 2004, end
date was dictated by the Stipulation's terms and was not intended to have any other preclusive effect on
recovery by Questar. In regards to Questar's requests for clarification and reconsideration, we state that
our Order does not preclude Questar from seeking recovery of C 0 2 processing costs in other dockets.
We cannot opine, here, on the likelihood of success for rate recovery of C 0 2 processing costs coming in
other dockets. However arduous or facile the task may be to support or oppose recovery in other

proceedings, it will be that of the participants. We will not prejudge the outcome. We will need to wait
for Questar to make whatever arguments and present whatever evidence it deems appropriate in seeking
recovery of these costs, whether incurred pre- or post-May, 2004, in whatever dockets Questar may raise
the issue.

We now turn to the last item, Questar's request for reconsideration of our decision to
deny recovery of any processing costs in our Order. Questar argues that the Commission could, and
should, have allowed some level of recovery for C 0 2 processing costs incurred by the company. The
Committee counters by arguing that Questar's request invites the Commission to commit the same or
similar error upon which the Supreme Court overturned our August 11, 2000, Report and Order in
Committee of Consumer Services v. Public Service Commission, 203 UT 29, 75 P.3d 481. It is clear
from the Supreme Court's analysis and discussion, particularly that contained in paragraphs 13 and 15
of the opinion, supra, that Questar, and the Commission, must address Questar's "burden of establishing
that its [Questar's] decision to enter into the contract and the costs it agreed to were prudent and not
unduly influenced by its affiliate relationship . . . . " (Id, at 1J13), "hold Questar Gas to its burden of
proof (id, at 1fl5) and "find the necessary substantial evidence in support of the proposed rate increase
in the record" (id.) before any recovery can be considered. The denial of any recovery is the result of the
Supreme Court's discussion of what the Commission should do where the utility is held to its burden
and fails. Due to our conclusion that Questar failed to establish an adequate evidentiary basis upon
which we could conclude that its decision to enter into the processing contract and incur the costs it
agreed to were prudent and not unduly influenced by its affiliate relationships, we see no avenue for
recovery, based on this record, while remaining compliant with the Supreme Court's decision.

We conclude that we have provided the clarification sought where Questar has not fully
apprehended the intent of our August 30, 2004, Order. In all other respects, and particularly with respect
to the specific request for reconsideration of our conclusion denying any rate recovery for C0 2
processing costs, based upon our discussion herein, we deny Questar's Petition for Reconsideration.
DATED at Salt Lake City, Utah, this 20th day of October, 2004.

Isi Constance B. White. Commissioner

/s/ Ted Boyer. Commissioner

/s/ W. Val Oveson, Commissioner Pro Tern

Attest:
Is/ Julie Orchard
Commission Secretary
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